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Statement of Operations Data 1999 2000 2001
(In thousands, except per share data) (For the Years Ended Dec.31})

Revenues §231,783 $247,859 $230,312 Photos next page
(Lto R)

1.Grit trap waste
disposal services in

Income (Loss) From Operations $ 8035 $(16,048)  § 11915 Texas
2. Waste sampling

3. Material transfer
in Baltimore

Net Income (Loss) $ (1,242 § 3386

Earnings (Loss) Per Common Share:
Basic $ (0.08)
Diluted § (0.08)

Balance Sheet Data 1999 2001
(At end of period, in thousands)

Working Capital $ 10,189 $ 11,093 S 6,642
Total Assets ‘ $369,083 $352,177  $320876
Long-Term Debt, Including Current Maturities $104,826 $111,519 $ 92,028

Stockholders’ Equity $190,148 5164870  $168453

Revenues Net Income (Loss) Stockholders' Equity
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"Right: (I to r) Vice President-Western

This page: Checking tank levels at U S
Liquids' Pittsburgh facility.

Region Bill Mitzel and Vice-President-
Southwest Region, Eric Warden
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T O SHAREHOLDERS

To Our Shareholders: Photos next page
. . o (LtoR)
It's been a tough two years since our Detroit facility was closed for more 1.U S Liquids tank
than five months. This event — and its aftermath — were the lowest points in ~ fruckenroute
L. . ' ) 2. Pittsburgh facility
U S Liquids' history. 3. Filter press at
I'm encouraged to tell you that we've not only turned the corner on the Pittsburgh facility
Detroit operation, but also on the profitability of the Company as a whole.
For the past two years we've concentrated on compliance and operations
and our efforts have resulted in improved performance. Our Detroit facility is
now fully operational and revenues have climbed steadily. For the 12-month
period ended Dec. 31, 2001, the Company showed a net profit of $3.4 million
as compared to a $25.4 million loss in the prior year.
This improvement could not have been accomplished without the support of
our board of directors and the hard work of our front-line personnel — our
drivers, sales staff, customer service representatives and dispatchers. Our
business is not technology-driven, it's based on service. In 2001, our
employees demonstrated their professionalism and commitment.
One of our objectives in 2001 was to learn more about our customers and
markets. Under the leadership of our new Chief Operating Officer, John
Miklich, we've conducted extensive marketing research to learn more about the
dynamics of our specific markets.
To that end we've divided the Company into four geographic regions,
providing even better customer service and operational efficiency. One of the
strengths of U S Liquids is our geographic diversity, with 45 permitted
facilities throughout North America. The new Regional Managers are now
closer to their customers and day-to-day operations.
Another major objective in 2001 was to strengthen our financial position.
Our balance sheet improved significantly during the year, as we reduced the
balance of our credit facility by $19 million, exceeding the expectations of our
banks. In 2002, we plan to use our free cash flow to further reduce our
outstanding debt.
The future looks bright for your company. We think the oil, natural gas and
ethanol markets show great promise and that bodes well for the Oilfield Waste
Division and the Innovative Services Group of the Commercial Wastewater
Division. The Industrial Wastewater Division and the remainder of the
Commercial Wastewater Division, which suffered following Sept. 11, also
show signs of improved performance.
We still have a limited capital situation, but will have the necessary funds to .
handle new waste streams and grow our existing business. We hope to reenter
the acquisition market at some point because we think the future of the
Company is in the consolidation of the liquid waste industry.
Each of us at U S Liquids is devoted to producing a proper return on your .
investment. We are thankful for your continued support as we enter 2002 with

reat hope and expectations. .
& p P Sincerely,

Michael P. Lawlor
Chairman and Chief Executive Officer




Chairman of the Board and
Chief Executive Officer
Mike Lawlor
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LFIELD WASTE

The genesis of U S Liquids was the collection, processing and disposal of oil
and gas exploration and production (E & P) waste.

Since the Company's inception, the collection, processing and disposal of
oilfield waste and the waste from cleaning tanks, containers, barges and vessels
that store and transport the waste have been Company strengths, making
U S Liquids one of the leading providers of oilfield waste management services in
the Gulf Coast region.

This is due, in large part, to the fact that U S Liquids has a management team
with years of experience in the processing and disposal of oilfield waste.

The most commonly generated types of E & P waste include produced water,
oil-based and water-based drilling fluids, cuttings, workover and completion fluids
and production pit sludges.

U S Liquids utilizes landfarming as the treatment process for E & P waste.
Accepted waste is loaded into treatment cells, where salts and soluble materials
are extracted with water. The resulting brine water is then pumped out through a
collection system and typically disposed of at one of U S Liquids' 10 commercial
saltwater injection wells. The remaining waste is then processed to remove
organic contamination through biological degradation.

With four facilities in Louisiana (including two along the Intracoastal Canal)
and two in Texas, U S Liquids has strategically situated oilfield waste processing
facilities in or near all the major oil and gas producing areas along the Gulf coast.

In 2001, the Texas facilities showed a significant increase in utilization as
waste was transported from Mexico's growing oil and gas industry. As the
regulation of oilfield waste disposal becomes more and more stringent, U S
Liquids is well-positioned for handling even larger volumes of waste at

competitive prices.
E&P WASTE RECOVERY AREA

Rig Count

{in Thousands) (actual)
$20,000 1,500

§16,000

USL Qilfield EBITDA
wuno?) by abesany g

Photos next page
(Lto R)

1.Tank trucks arrive
at U S Liquids' Elm
Grove, LA, facility
2. Land rig in
Louisiana

3. Landfarming
operation in
Jennings, LA




This page: Offshore jackup rig.

Right: (1 to r) Vice President - Oilfield
Services Jerry Brazzel and Operations
Manager - Qiffield Services Kevin Trahan
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A WASTEWATER DIVISIONS

U S Liquids is recognized as one of the North American leaders in liquid :_htootoﬂs)”e’“ page

waste management services and is among the premier service providers for the 1.Vessel cleaning in
. . . e . Baltimore
collection, processing, recovery and disposal of sludge and solid industrial waste. 5 Hazardous
The Commercial and Industrial Wastewater Divisions of U S Liquids handle ;;‘;’;1’::’;’;2&@
a myriad of wastes, including nonhazardous industrial wastewaters such as facility
hydrocarbon-contaminated water, landfill leachate, inks and dated chemicals,
grease and grit trap waste, biosolids and septage.
These wastes are transported to the appropriate U S Liquids facility for
physical, chemical, thermal or biological treatment. U S Liquids' permitted
processing facilities are continually updated and enhanced to ensure that they
are fully compliant with local, state and federal regulations.
Water extracted from the waste is pretreated and then discharged into the
local publicly operated treatment works (POTW). Remaining materials are
solidified and disposed of at independent solid waste landfills.
Wastes that are toxic, corrosive, flammable or reactive are transported to
approved U S Liquids' hazardous waste facilities for proper management.
Wastewaters are processed with a variety of chemical and physical treatment
and separator technologies.
Sludge and solid hazardous wastes are pretreated using chemical oxidation,
reduction, stabilization and solidification technologies prior to final disposal.
After testing, solid residues are shipped to an appropriate audited and approved
waste disposal facility.
Organic wastes that contain solvents or have recovery value are recycled
using distillation techniques. Organic wastes are blended into fuels to recover
the energy value.
A unique aspect of U S Liquids' waste management services is its field
service teams— environmental professionals available on a full-time, part-time

resource management, field services, household
hazardous waste, hazardous waste, wastewater,
salvent recovery

resource management, field services, household hazardous
waste, hazardous waste, wastewater, gritgrease, septage,
E & P waste, solvent recovery

resource management, field services, household hazardous
waste, hazardous waste, wastewater, grigrease, septage,
E & P waste, solvent recovery

resource management, field services, household hazardous
waste, hazardous waste, wastewater, grit/grease, septage,
E & P waste

—
: resource management
CANADA ¢

SOUTHWEST
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Sharon, PA
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or as-needed basis. A U S Liquids field service team can develop and (Fl’_thFf)“eXf page

administer a waste management program, including tracking, packaging and 1.Baling of

. . . : aluminum
manifesting of waste to processing, resource recovery or disposal. 2.U S Liquids’

Another unique aspect of U S Liquids' waste management business is its a“‘?mftedtpmcess
control system

Innovative Services Group. The Innovative Services Group processes the liquid 3.Mechanized

. . . . . . . C . crushing process
waste streams of major breweries, wineries and distilleries; soft drink, juice and ge

food processors; and pharmaceutical and cosmetic companies. U S Liquids takes
the liquid waste as the feed stock for the production of industrial or fuel grade
ethanol.

Additionally, U S Liquids takes off-spec or returned food products (hard
candies, etc.) and other non-traditional waste streams and converts them into
marketable animal feed commodities. Revenues received from recycled products
offset production costs and these savings are then passed on to customers.

Products processed by the Innovative Services Group include sugar, non-
alcoholic beverages, alcoholic beverages, health and beauty alcohols and partially
processed alcohols.

Materials are received at one of three strategically situated plants in the United
States and one plant in Canada. All are served by rail, reducing freight costs.

Packaged products are decased and the commodities are recovered and sold.
The remaining liquid product is recovered and converted into ethanol; and
affidavits of destruction are prepared and forwarded to customers. All transactions
are handled with the strictest confidentiality.

Historical and Projected  INNOVATIVE SERVICES GROUP LOGATIONS

U.S. Ethanol Demand .
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This page: U S Liquids plant in Bartow, FL
Right: (I to r) Vice President - Eastern
Region Mike Merashoff and Vice President -
Innovative Services Frank Moore
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2001 ANNUAL RePORT

This Report and the statements contained in it are submitted for the general information of the
stockholders of U S Liquids Inc. and not in connection with the sale or the solicitation of any
offer to buy any securities, nor is it intended as a representation by the Company of the value of
its securities.

ADDITIONAL INFORMATION

Analysts, portfolio managers, representatives of the news media and other interested parties
seeking financial information about the Company should contact Investor Relations at
281.272.4509 or U S Liquids' website: www.usliquids.com.

ComMMON STocK
U S Liquids Inc.’s common stock is listed on the American Stock Exchange under the symbol “USL”.

ANNUAL MEETING

The Annual Meeting of Shareholders will be held Tuesday, May 14, 2002, at 1 pm at the Hotel
Sofitel Conference Center at 425 North Beltway 8 in Houston, Texas. Information with respect to
this meeting will be contained in the Proxy Statement to be sent to the shareholders of the
company. This 2001 Annual Report is not to be considered a part of the proxy soliciting materials.

ForMm 10-K

A copy of the annual report to the Securities and Exchange Commission on Form 10-K is an
integral part of this document and may be obtained by submitting an email information request
form through the U S Liquids' website: www.usliquids.com or by writing or calling:

Investor Relations

U S Liquids Inc.

411 N. Sam Houston Parkway East, Suite 400
Houston, TX 77060-3545

Telephone: 281.272.4500

Fax: 281.272.4545




411 N. Sam Houston Pkwy
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PART I
Item 1. Business

General

We are aleading national provider of liquid waste management services, including collection, processing, recovery and disposal
services.. Our primary focus of operations is industrial and commercial wastewater treatment, although we also collect, process and dispose
of oilfield waste. We operate 45 processing facilities located in 13 states and Canada and serve over 31,000 customers. At March 1, 2002,
we employed approximately 1,200 persons full-time.

The Company was organized in November 1996. On December 13, 1996, we acquired our Oilfield Waste Division, which treats
and disposes of oilfield waste generated in oil and gas exploration and production. In June 1997, we formed the basis of our Wastewater
Division by acquiring additional companies. The Wastewater Division collects, processes and disposes of nonhazardous liquid waste and
recovers saleable by-products from certain waste streams. During 1998 and 1999, we continued acquiring companies, principally for the
Wastewater Division. On July 1, 1999, we created a third division, known as the Industrial Wastewater Division, and changed the name
of the Wastewater Division to the Commercial Wastewater Division. The Industrial Wastewater Division collects, processes and disposes
of hazardous and nonhazardous waste and recovers saleable by-products from certain waste streams.

Our executive offices are located at 411 N. Sam Houston Parkway East, Suite 400, Houston, Texas 77060-3545, and our
telephone number is (281) 272-4500. Our common stock is listed on the American Stock Exchange under the trading symbol “USL.”

Industry Background

The wastewater treatment market is generally divided into two segments: industrial and commercial wastewater treatment, which
may include the treatment of some hazardous wastes, and municipal wastewater treatment. Industrial and commercial companies produce
various types of wastewater (including hydrocarbon contaminated water, landfill leachate, dated beverages and grease and grit trap waste)
that must be processed prior to disposal in local publicly-operated treatment works ("POTWs") or for which municipalities charge higher
rates. Industrial and commercial companies also produce various types of hazardous waste that must be disposed of in accordance with
federal and state regulations. Similarly, oil and gas exploration and production companies produce liquid waste that must be disposed of
in accordance with federal and state regulations. Municipalities utilize or contract with third parties for the utilization of water treatment
technology to treat municipal wastewater,

In the United States, the growth in demand for wastewater treatment services has been driven by many factors, including:

e Municipalities refusing to accept certain industrial wastewaters due to limited
treatment capabilities and a lack of the resources needed to expand or to modernize
their POTWs;

© Industrial and commercial businesses avoiding POTW surcharges by using others

to process and dispose of their wastewater;

o Industrial and commercial businesses outsourcing their wastewater treatment needs;
o Continued industrial and commercial expansion; and
© Increasingly strict regulations governing the disposal of wastewater, as well as more

stringent enforcement of these regulations.

Rejection of Certain Wastewaters by POTWs. InNorth America, governmental regulation and enforcement have established strict
standards for potable water and the discharge of pollutants in wastewater. Municipalities have spent billions of dollars building water
purification and wastewater treatment facilities. However, many of these municipalities are facing increasing budgetary constraints and
damage to their wastewater treatment facilities caused by grease and other liquid wastes and refuse to accept certain liquid waste streams,
thereby increasing the demand for wastewater treatment services provided by the private sector. For example, the Dallas, Houston and San




Antonio POTWs do not accept grease or grit trap waste. Similarly, many POTW:s in the Northeast do not accept commingled septage and
grease trap waste. In addition, in late 1997, the Houston POTWs ceased accepting septage generated outside the Houston city limits.

Economic Benefit of Pretreating Certain Wastewaters. For years, generators of industrial wastewater and other nonhazardous
llquxd waste have discharged the waste directly into POTWs. However, the difficulties encountered by POTWs in collecting and treating
certain wastewaters have caused many municipalities to increase the rates charged for accepting these wastewaters. With respect to certain
wastewaters, it is more economical for the generator to deliver the waste to liquid waste management service providers such as the Company
than to discharge the waste directly into the POTW. For example, it is currently more economical for many soft drink manufacturers to
deliver their dated beverages to us for processing and disposal than to discharge the beverages directly into the POTW.

Outsourcing by Industrial and Commercial Businesses. Industrial and commercial businesses prefer to focus on their primary
business activities and to downsize and outsource secondary business activities in which they may not have much expertise. By outsourcing
their wastewater treatment needs, they can free-up capital for investment in their primary products and business activities, eliminate a
significant portion of their overhead and transfer risk to experts in the field.

Economic Expansion. Many industrial companies have significantly expanded their manufacturing and processing facilities. This
industrial expansion has increased the amount of wastewater generated. In addition, continued commercial expansion throughout North
America has generated additional grease and grit trap waste and other liquid waste that must be processed by the waste generators, POTWs
or liquid waste management service providers such as the Company.

Increasingly Strict Regulations. Heightened public concern about water quality has caused federal, state and local governments
to adopt increasingly strict regulations governing the processing and disposal of industrial wastewater and other liquid wastes. For example,
effective as of October 1993, Subtitle D of the Resource Conservation and Recovery Act of 1976 ("RCRA") banned the disposal of
untreated bulk liquid waste in landfills. In addition, effective in March 1997, the Texas Natural Resource Conservation Commission
implemented state-wide "full pump” regulations requiring 100% evacuation of all grease and grit traps and proper disposal of the full
volume of each trap. Furthermore, effective in January 2001, the United States Environmental Protection Agency ("EPA") implemented
regulations that further restrict the discharge of pollutants into U.S. waters and into POTWSs by existing and new facilities that treat or
recover any hazardous or nonhazardous industrial waste, wastewater or used material from off-site. Louisiana, Texas and certain other
oil and gas producing states have enacted comprehensive laws and regulations governing the proper management of oilfield waste. Under
Louisiana and Texas regulations, if oilfield waste cannot be processed for discharge or disposed of at the well where it is generated, it must
be transported to a licensed oilfield waste processing or disposal facility. In addition, federal regulations also restrict, and in some cases
prohibit entirely, the discharge of oilfield waste into U.S. waters.

Strategy

Our objective is to be the largest and most profitable liquid waste management company in each of the markets in which we
operate. As a national provider of liquid waste management services, we believe that we benefit from numerous competitive advantages
relative to smaller operators, including servicing multiple customer locations, processing a wide variety of liquid waste streams, achieving
operating efficiencies and increased economies of scale and adapting to changing regulations. Our strategy for achieving this objective
includes (i) generating internal growth; (ii) enhancing existing operations; and (iii} operating our businesses on a decentralized basis. We
intend to implement this strategy as follows:

® Internal Growth. To generate internal growth, we have spent a significant amount
of time reviewing our operations to isolate profitable and unprofitable business
lines. As a result of this review, we have focused on refining our pricing and
services to attract a more profitable sales mix. In addition, we have conducted a
detailed market analysis of our customer base. This analysis has assisted us in
focusing current and future capital investments on strategic growth initiatives.

e Operational Enhancements. Operations have been strengthened through the
addition of a number of experienced executives and mid-level managers. We have
also updated and enhanced the environmental compliance programs at our facilities
and provided additional training to our employees. In addition, we have invested




a substantial amount of capital in process improvement, our collection fleet and
management information systems.

o Decentralized Management. We manage our various businesses on a decentralized
basis, with local management maintaining responsibility for the day-to-day
operations, profitability and growth of the business, while our executive officers
exercise strong strategic and financial oversight. We believe that this structure
allows us to capitalize on the considerable local and regional market knowledge and
customer relationships possessed by local management.

Operations and Services Provided

Industrial and commercial businesses produce various types of wastewater (including hydrocarbon contaminated water, landfill
leachate, dated beverages, grease and grit trap waste and certain hazardous wastes) that must be disposed of in accordance with federal,
state and local regulations. Similarly, oil and gas exploration and production companies produce liquid waste that must be disposed of in
accordance with federal and state regulations. We accept liquid waste from generators and independent collection companies, process the
liquid waste to remove contaminants and then dispose of the liquid waste in accordance with applicable regulations. In addition, in certain
instances, our processing operations generate saleable by-products. Our services permit generators ofliquid waste to focus on their primary
business activities, while we perform the secondary operations of processing and disposing of their waste.

We collect, process, recover and dispose of liquid waste through a number of subsidiaries that are organized into three divisions --
the Commercial Wastewater Division, the Industrial Wastewater Division and the Oilfield Waste Division. The operations of these three
divisions are summarized below. See Note 19 to our consolidated financial statements for certain financial data of these three divisions.
See also Note 10 to our consolidated financial statements for certain information about our foreign operations.

Commercial Wastewater Division

Our Commercial Wastewater Division contributed approximately 65.7%, 68.2% and 60.3% of our 1999, 2000 and 2001
revenues, respectively. This Division receives fees to collect, process and dispose of nonhazardous liquid waste such as industrial
wastewater, grease and grit trap waste, bulk liquids, dated beverages, biosolids and septage. In addition, the Commercial Wastewater
Division generates revenues from the sale of by-products, including fats, oils, feed proteins, industrial and fuel grade ethanol, solvents,
aluminum, glass, plastic and cardboard, recovered from waste streams. It operates a fleet of véhicles to collect waste directly from
customers, receives waste from independent transporters servicing thousands of additional generators and also receives waste shipped
directly by the generators via rail and truck. Brief descriptions of the types of liquid waste most commonly managed by the Commercial
Wastewater Division are set forth below:

Industrial Wastewaters. Nonhazardous industrial wastewaters such as hydrocarbon contaminated water, landfill leachate and
printing solvents are transported to our facilities in vacuum trucks, trailers and other transportable containers. Using a variety of physical,
chemical, thermal and biological techniques, the liquid waste is broken down into constituent components. Water extracted from the liquid
waste is pretreated and then discharged into the POTW and the remaining materials are solidified and disposed of in an independent solid
waste landfill. In some instances, such as printing solvents, the contaminated materials are processed and returned to the generator for reuse.

Grease and Grit Trap Waste. Grease trap waste from restaurants and other food manufacturing and preparation facilities and grit
trap waste from car washes are collected by our vehicles or independent parties and transported to.our facilities. Grease and grit trap waste
are processed using a variety of physical, chemical, thermal and biological techniques. Water extracted from the liquid waste is pretreated
and then discharged into the POTW and the remaining materials are solidified and disposed of in an independent solid waste landfill. By-
products recovered from grease trap waste are sold for use in producing various grades of fats, oils and feed proteins.

Bulk Liquids and Dated Beverages. We accept both liquid residuals and dated packaged beverages from breweries, soft drink
manufacturers and food processors. Water extracted from the liquid waste is pretreated and then discharged into the POTW. The remaining
liquid waste is fermented and distilled into both industrial and fuel grade ethanol, which is sold primarily to major oil and chemical

companies. Packaging of the dated beverages, whether aluminum, glass, plastic or cardboard, is removed, separated and sold to recycling
firms. :




Biosolids. We accept and process liquid and dry cake biosolids, or sludge, from municipal wastewater treatment facilities and
private businesses and process these biosolids into a product that is sold for use as a fertilizer and landfill cover.

Septage. Septage is pumped from septic tanks by our vehicles or independent parties and transported to our facilities. The septage
is then processed using a variety of physical, chemical, thermal and biological techniques. Water extracted from the liquid waste is
pretreated and then discharged into the POTW and solid materials are dried and disposed of in an independent solid waste landfill.

Industrial Wastewater Division

The Industrial Wastewater Division contributed approximately 26.3%, 23.0% and 28.0% of our 1999, 2000 and 2001 revenues,
respectively. This Division derives revenues from fees charged to customers for collecting, processing and disposing of hazardous and
nonhazardous liquid waste such as household hazardous wastes, plating solutions, acids, flammable and reactive wastes, industrial
wastewater, petroleum fuels and antifreeze. Certain sludges and solid hazardous wastes are also processed. The Industrial Wastewater
Division also generates revenues from the sale of by-products recovered from certain waste streams, including industrial chemicals and
recycled antifreeze products. The Industrial Wastewater Division collects waste directly from customers, receives waste from independent
transporters and also receives waste shipped directly by the generators via rail and truck. Brief descriptions.of the types of liquid waste
most commonly managed by the Industrial Wastewater Division are set forth below:

Hazardous Wastes. Hazardous wastes such as household hazardous wastes, plating solutions, acids, and flammable and reactive
wastes are transported to certain of our facilities in trucks and other transportable containers and by rail. Wastewaters suitable for treatment
under the Clean Water Act are directed into an appropriate process such as chemical precipitation or filtration. Sludge and solid hazardous
wastes are directed to our chemical fixation facility to be pre-treated using chemical oxidation or reduction followed by fixation. After
testing, solid and semi-solid residues are shipped to an audited and approved independent Subtitle D landfill and treated listed waste
residues are sent to an audited and approved independent Subtitle C landfill. Organic wastes that have recoverablé heat or solvent values
are recycled using distillation techniques. Solvents are sold back to the paint industry as thinners. Other organic wastes are blended into
fuels sold primarily to operators of cement or lime kiln facilities.

Industrial Wastewaters. Hazardous and nonhazardous industrial wastewaters such as hydrocarbon contaminated water, landfill
leachate, inks and dated chemicals are transported to our facilities in vacuum trucks, trailers and other transportable containers. Using a
variety of physical, chemical, thermal and biological techniques, the liquid waste is broken down into constituent components. Water
extracted from the liquid waste is pretreated and then discharged into the POTW and the remaining materials are solidified and disposed
of in an independent solid waste landfill.

Petroleum Fuels. Contaminated and off-specification petroleum fuels and used oil are transported to our facilities in vacuum
trucks, trailers and other transportable oil containers. Using mechanical and gravity separation techniques, these materials are processed
to produce a fuel sold primarily to operators of industrial furnaces. Resulting wastewater is transported to another of our facilities for
processing and disposal. Solid materials and sludges are sent to one of our oilfield waste processing facilities.

Antifreeze. Spent antifreeze from automobile dealers, service centers and a wide variety of automotive and heavy equipment
industries is collected by our vehicles and transported to our facilities. The spent antifreeze is then processed using a variety of physical,
chemical and thermal processes to recover and purify ethylene glycol, the active ingredient in antifreeze. The end result is an antifreeze
product meeting stringent ASTM specifications that is sold into the wholesale coolant market.

Qilfield Waste Division

The Oilfield Waste Division contributed approximately 8.0%, 8.8% and 11.7% of our 1999, 2000 and 2001 revenues,
respectively. At our six oilfield waste facilities located in Louisiana and Texas, the Oilfield Waste Division treats and disposes of waste
that is generated in the exploration for and production of oil and natural gas. Oilfield waste consists primarily of oil-based and water-based
drilling fluids (which contain oil, grease, chlorides and heavy metals), as well as cuttings, saltwater, workover and completion fluids,
production pit sludges and soil containing these materials. In addition, at two Louisiana locations, the Oilfield Waste Division cleans tanks,
barges and other vessels used in the storage and transportation of oilfield waste.

Landfarming, the treatment process utilized at our four Louisiana oilfield waste facilities, involves several distinct stages. Oilfield
waste is brought to our facilities in trucks and on barges and the delivered waste materials are then tested. Materials which do not qualify
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as permitted oilfield waste under applicable regulations are rejected. Accepted waste is then loaded into treatment cells, which are flooded
with fresh water and mixed to dissolve salts and soluble materials. Saltwater is then pumped out through a collection system and typically
disposed of at a saltwater injection well on-site. This flooding process is typically repeated several times. The remaining waste is then
processed to remove organic contamination through biological degradation. Total treatment of a cell takes approximately nine to twelve
months. In the final stage, the remaining material is tested to ensure compliance with regulatory requirements. Thereafter, the material is
transported to on-site stockpile areas.

Newpark Resources, Inc. is the largest customer of the Oilfield Waste Division. In September 1998, we entered into a disposal
agreement with Newpark. Under the terms of this disposal agreement, during the twelve-month periods ending June 30, 1999, 2000 and
2001, we agreed to process and dispose of up to 375,000, 500,000, and 500,000 barrels of oilfield waste, respectively. Inreturn, Newpark
agreed to pay us a disposal fee of not less than $30.0 million. Newpark paid us $6.0 million of the disposal fee in 1998, $11.0 million in
1999, $9.2 million in 2000 and $4.1 million in 2001. In December 2000, Newpark exercised an option to extend the term of the disposal
agreement for an additional twelve months. Pursuant to the terms of this option, during the twelve-month period ending June 30, 2002,
Newpark may deliver to us for processing and disposal up to 1,000,000 barrels of oilfield waste. In return, Newpark agreed to pay us a
fee of not less than $8.0 million. Newpark paid us $4.4 million of this fee in 2001 and the remainder of the fee is required to be paid to
us in monthly installments continuing through June 2002. Under the terms of the disposal agreement, Newpark had the option to extend
the term of the disposal agreement for an additional twelve months expiring June 30, 2003; however, Newpark did not exercise this option.
Under the terms of the disposal agreement, we are prohibited until June 30, 2002 from (i) accepting from any customer other than Newpark
any oilfield waste generated in a marine environment or transported inn a marine vessel, and (if) engaging in the site remediation and closure
business, in each case within the states of Louisiana, Texas, Mississippi and Alabama and the Gulf of Mexico.

Despite Newpark's decision not to extend the term of the disposal agreement for an additional twelve months, we are currently
engaging in discussions with Newpark regarding an alternative arrangement under which Newpark would continue to deliver oilfield waste
to us for processing and disposal after June 30, 2002. If we are unable to reach a satisfactory arrangement with Newpark, we intend to begin
competing with Newpark for oilfield waste generated offshore or in inland waters in the Gulf Coast region. With the exception of our
Bateman Island, Louisiana landfarm, which could immediately begin receiving oilfield waste generated offshore or in inland waters, and
our Bourg, Louisiana and Mermentau, Louisiana landfarms, which could immediately begin receiving oilfield waste generated in inland
waters, our Louisiana landfarms would be required, among other things, to establish and obtain permits for one or more transfer facilities
to receive oilfield waste generated offshore or in inland waters and lease or purchase the equipment necessary to receive such waste.
Management estimates that it will take approximately 180 days to permit and equip any such transfer facility that the Company should elect
to establish; however, there can be no assurance that we will be successful in obtaining the permits necessary for any such transfer facility
or that the establishment, permitting and equipping of any such facility can be accomplished in any particular time period. The cost of
establishing such transfer facilities is not expected to have a material adverse effect upon our business, results of operations or financial
condition.

Seasonality

We expect that the operations of the Oilfield Waste Division will experience certain seasonal patterns consistent with the oil and
gas exploration and production activity in the Gulf Coast. Generally, the volume of oilfield waste delivered to the Oilfield Waste Division
has been lowest in the first quarter of each calendar year. Prices for oil and natural gas are expected to continue to be volatile and affect
demand for our oilfield waste services. Certain of the Commercial Wastewater Division’s processing facilities in the Northeast and
Midwest may be affected by adverse weather conditions.

Competition

The liquid waste industry is highly fragmented and very competitive. Competition is primarily on the basis of proximity to
collection operations, collection and processing fees charged and quality of service. Withrespect to certain waste streams (such as oilfield
waste, bulk liquids and dated beverages), we must compete with the generators of these waste streams, who continually evaluate the decision
whether to use internal disposal methods or to utilize a liquid waste management company such as us. We must also compete with area
landfills for certain waste streams. We compete with Newpark Resources, Inc. and a number of smaller companies for oilfield waste
produced on land in the Gulf Coast region. In addition, unless we enter into a new agreement with Newpark, commencing in July 2002,
we will compete with Newpark and other smaller companies for oilfield waste generated offshore or in inland waters in the Gulf Coast
region.




We believe that there are certain barriers to entry in the liquid waste industry. These barriers include the need for specially
equipped facilities; licenses, permits and trained personnel necessary to operate these facilities; and formalized procedures for customer
acceptance.

Regulation
General

Our business operations are affected both directly and indirectly by governmental regulations, including various federal, state and
local pollution control and health and safety programs that are administered and enforced by regulatory agencies. These programs are
applicable or potentially applicable to one or more of our existing operations.

Federal Reguiation
The primary U.S. federal statutes affecting our business are summarized below:

The Clean Water Act. We treat and discharge wastewaters at our liquid waste facilities and at our oilfield waste landfarms. These
activities are subject to the requirements of the Clean Water Act and comparable state statutes and federal and state enforcement of these
regulations. The Clean Water Act regulates the discharge of pollutants into waters of the United States. The Clean Water Act establishes
a system of standards, permits and enforcement procedures for the discharge of pollutants from industrial and municipal wastewater sources.
The law sets treatment standards for industries and wastewater treatment plants and provides federal grants to assist municipalities in
complying with the new standards. In addition to requiring permits for industrial and municipal discharges directly into the waters of the
United States, the Clean Water Act also requires pretreatment of industrial wastewater before discharge into municipal systems.

The Clean Water Act gives the EPA the authority to set pretreatment limits for direct and indirect industrial discharges. In 2001,
the EPA adopted new technology-based effluent limitations guidelines for waste treatment facilities that treat or recover hazardous or
nonhazardous industrial waste or wastewater received from off-site and then discharge poltutants into U.S. waters or POTWs. Although
the guidelines are based on particular technologies, the new guidelines do not require a facility to use these technologies. Individual
facilities may meet the requirements using whatever types of technologies and process changes they choose. Existing indirect discharge
facilities such as ours must comply with the new guidelines no later than December 22, 2003. We are currently comparing our existing
operations against the new guidelines to determine the modifications necessary to bring our facilities into compliance with the new

guidelines. We anticipate that all of our facilities that are subject to these new guidelines will be in compliance therewith by December
2003.

The Clean Water Act also prohibits certain discharges of oil or hazardous substances and authorizes the federal government to
remove or arrange for removal of such oil or hazardous substances. In addition, the Clean Water Act requires the adoption of the National
Contingency Plan to cover removal of such materials. Under the Clean Water Act, the owner or operator of a vessel or facility may be liable
for penalties and costs incurred by the federal government in responding to a discharge of oil or hazardous substances.

The Clean Water Act also has a significant impact on the operations of the Oilfield Waste Division's customers. EPA Region 6,
which includes the Oilfield Waste Division's current market, continues to issue new and amended National Pollution Discharge Elimination
System general permits further limiting or restricting substantially all discharges of produced water from the Oil and Gas Extraction Point
Source Category into waters of the United States. The combined effect of all of these permits closely approaches a "zero discharge"
standard affecting all waters except those of the Outer Continental Shelf. We and many industry participants believe that these permits and
the requirements of the Clean Water Act may ultimately lead to a total prohibition of overboard discharge in the Gulf of Mexico.

With the exception of the matters described in Item 3. Legal Proceedings, below, we believe that each of our operating facilities
is currently in substantial compliance with the applicable requirements promulgated pursuant to the Clean Water Act.

RCRA. RCRA is the principal federal statute governing hazardous and solid waste generation, treatment, storage and disposal.
RCRA and state hazardous waste management programs govern the handling and disposal of hazardous waste. The EPA has issued
regulations pursuant to RCRA, and states have promulgated regulations under comparable state statutes, that govern hazardous waste
generators, transporters and owners and operators of hazardous waste treatment, storage or disposal facilities. These regulations impose
detailed operating, inspection, training and emergency preparedness and response standards and requirements for closure, financial




responsibility, manifesting of wastes, record-keeping and reporting, as well as treatment standards for any hazardous wastes intended for
land disposal. RCRA-regulated hazardous waste is accepted for processing at our Detroit, Michigan, Tampa, Florida, East Palo Alto,
California and Chandler, Arizona facilities and, therefore, each of these facilities is subject to the requirements of Subtitle C of RCRA.
Our East Palo Alto and Tampa facilities have each been issued RCRA Part B permits. Our East Palo Alto facility is operating under a
California Department of Toxic Substances Control permit that expired in 1991, but that allows for on-going operations. Our Chandler
and Detroit facilities have operated under interim status, as allowed by RCRA, since 1994 and 1991, respectively. Applications for final
Part B permits for these facilities have been submitted to the appropriate regulatory authorities and we are currently working with the
authorities to obtain these final permits.

The Oilfield Waste Division's facilities treat and dispose of oilfield waste, which is exempt from classification as a RCRA-
regulated waste. At various times in the past, proposals have been made to rescind the exemption that excludes oilfield waste from
regulation under RCRA. The repeal or modification of this exemption by administrative, legislative or judicial process would require us
to change our method of doing business and could have a material adverse effect on our business, results of operations and financial
condition. There is no assurance that we would be able to adapt our operations or that we would have the capital resources available to do
$0.

RCRA also indirectly affects our operations by restricting the disposal of certain liquid wastes and sludges in landfills. This
restriction increases demand for the services provided by the Commercial Wastewater and the Industrial Wastewater Divisions.

RCRA regulations also require us to provide financial assurance that funds will be available when needed for closure and post-
closure care at our RCRA-regulated facilities, the cost of which could be substantial. Such regulations allow the financial assurance
requirements to be satisfied by various means, including letters of credit, surety bonds, trust funds, a financial (net worth) test, and a
guarantee by a parent corporation. Under RCRA regulations, a company must pay the closure costs for a facility owned by it upon the
closure of the facility and thereafter pay post-closure care costs.

With the exception of the matters described in Item 3. Legal Proceedings, below, we believe that each of our operating facilities
is currently in substantial compliance with the applicable requirements promulgated pursuant to RCRA.

CERCLA. The Comprehensive Environmental Response, Compensation and Liability Act, as amended in 1986 ("CERCLA"),
provides for immediate response and removal actions coordinated by the EPA for releases of hazardous substances into the environment
and authorizes the government, or private parties, to respond to the release or threatened release of hazardous substances. The government
may also order persons responsible for the release to perform any necessary cleanup. Liability extends to the present owners and operators
of waste disposal facilities from which a release occurs, persons who owned or operated such facilities at the time the hazardous substances
were released, persons who arranged for disposal or treatment of hazardous substances and waste transporters who selected such facilities
for treatment or disposal of hazardous substances. CERCLA has been interpreted to create strict, joint and several liability for the cost of
removal and remediation, other necessary response costs and damages for injury to natural resources.

If our operations or facilities are responsible for the release or improper disposal of hazardous substances, we could incur
CERCLA liability. We may also incur CERCLA liability as a result of environmental contamination caused by hazardous substances, the
transportation, treatment or disposal of which we arranged or which was arranged by the owners of a business that we have acquired.

With the exception of the matters described in Item 3. Legal Proceedings, below, we are not aware of any material claims against
us or any of our subsidiaries that are based on CERCLA. Nonetheless, the identification of any sites at which cleanup action is required
could subject us to liabilities which could have a material adverse effect on our business, results of operations and financial condition.

The Clean Air Act. The Clean Air Act provides for federal, state and local regulation of emissions of air pollutants into the
atmosphere. Any modification or construction of a facility with regulated air emissions must be a permitted or authorized activity. The
Clean Air Act provides for administrative and judicial enforcement against owners and operators of regulated facilities, including substantial
penalties. In 1990, the Clean Air Act was reauthorized and amended, substantially increasing the scope and stringency of the Clean Air
Act's regulations. Compliance with the Clean Air Act is not expected to have a material adverse effect on our business, results of operations
or financial condition.




State and Local Regulations

Our waste processing facilities are subject to direct regulation by a variety of state and local authorities. Typically, we are required
to obtain processing, wastewater discharge and air quality permits from state and local authorities to operate these facilities and to comply
with applicable regulations concerning, among other things, the generation and discharge of odors and wastewater. Inaddition, state laws
and regulations typically govern the manner in which a waste processing facility may be closed and require us to post financial assurance
to assure that all waste will be treated and a facility closed appropriately.

Order 29-B of the Louisiana Department of Natural Resources contains extensive rules regarding the generation, processing,
storage, transportation and disposal of oilfield waste. Under Order 29-B, on-site disposal of oilfield waste is limited and subject to stringent
guidelines. If these guidelines cannot be met, oilfield waste must be transported and disposed of off-site in accordance with the provisions
of Order 29-B. Moreover, under Order 29-B, most, if not all, active waste pits (a typical on-site disposal method used by inland generators
of oilfield waste) must be closed or modified to meet regulatory standards; however, full enforcement of this portion of Order 29-B has
been deferred. A number of amendments to Order 29-B were adopted effective as of November 20, 2001. Compliance with these
amendments is not expected to have a material adverse effect on our business, results of operations or financial condition. The Texas
Railroad Commission has also adopted detailed requirements for the management and disposal of oilfield waste. Permits issued by state
regulatory agencies are required for each oilfield waste treatment facility operating within Louisiana and Texas. We must perform tests
before acceptance of any oilfield waste, as well as during and after treatment to ensure compliance with all regulatory requirements.

The states in which we operate have their own laws and regulations that may be more strict than comparable federal laws and
regulations governing hazardous and nonhazardous waste disposal, water and air pollution, releases and cleanup of hazardous substances
and liabilities for such matters. Our facilities and operations are likely to be subject to many, if not all, of these laws and regulations. In
addition, states and localities into which we may expand, by acquisition or otherwise, may now or in the future have regulations with
positive or negative effects on us.

Factors Influencing Future Results and Accuracy of Forward-Looking Statements

In the normal course of our business, in an effort to help keep our stockholders and the public informed about our operations, we
may from time to time issue or make certain statements, either in writing or orally, that are or contain forward-looking statements, as that
termis defined in the U.S. federal securities laws. Generally, these statements relate to business plans or strategies, projected or anticipated
benefits or other consequences of such plans or strategies, projected or anticipated benefits from acquisitions made by or to be made by
us, or projections involving anticipated revenues, earnings or other aspects of operating results. The words “may,” “will,” “expect,”
“anticipate,” “believe,” “estimate,” “continue” and similar expressions are intended to identify forward-looking statements. We caution
readers that such statements are not guarantees of future performance or events and are subject to a number of factors that may tend to
influence the accuracy of the statements and the projections upon which the statements are based, including but not limited to those
discussed below. As noted elsewhere in this report, all phases of our operations are subject to a number of uncertainties, risks and other
influences, many of which are outside of our control, and any one of which, or a combination of which, could materially affect the results
of our operations and whether forward-looking statements made by us ultimately prove to be accurate.

The following discussion outlines certain factors that could affect our consolidated results of operations for 2002 and beyond and
cause them to differ materially from those that may be set forth in forward-looking statements made by us or on our behalf.

Risks Related to Operating and Internal Growth Strategy
Key elements of our strategy are to improve the profitability and increase the revenues of our existing operations and any
subsequently acquired businesses. We intend to improve the profitability of our existing operations and any subsequently acquired
businesses by various means, including achieving operating efficiencies and economies of scale. Our ability to increase the revenues of

our existing operations will be affected by various factors, including:

© The demand for liquid waste collection, processing and disposal services;

o Cur ability to expand the range of services offered to customers;




© Our ability to develop national and regional accounts for our liquid waste
management services and other marketing programs;

© The demand for by-products we recover from certain liquid waste streams; and
0 The results of the on-going investigation of our Detroit facility.

Many of these factors are beyond our control, and there can be no assurance that our operating and internal growth strategies will
be successful or that we will be able to generate cash flows adequate for our operations and to support internal growth.

Management of Growth

To manage our growth effectively, we must implement and improve our operational, financial and management information
systems and controls, and train, motivate and manage our employees. We periodically review and upgrade our management information
systems, as well as hire additional management and other personnel in order to maintain the adequacy of our operational, financial and
management controls. If we fail to manage our growth effectively, our business, results of operations and financial condition could be
materially and adversely affected.

Competition

The liquid waste management industry is highly fragmented and very competitive. We compete with other liquid waste processing
facilities and alternative methods of disposal of certain waste streams provided by area landfills and injection wells, as well as the
alternative of illegal disposal. In addition, competitive products and services have been and are likely to continue to be developed and
marketed by others. Furthermore, future technological change and innovation may result in a reduction in the amount of liquid waste being
generated or alternative methods of processing and disposal being developed. The markets for the various by-products that we sell are also
very competitive. With respect to our oilfield waste operations, we must compete with alternative methods of off-site disposal of oilfield
waste. We also face competition from customers who develop or enhance their own methods of disposal instead of using the services of
liquid waste management companies. Future technological change and innovation may increase the amount of internal oilfield waste
processing and disposal as well as the number of competitors in this market. Increased use of internal processing and disposal methods and
other competitive factors could have a material adverse effect on our business, results of operations and financial condition.

As previously mentioned, Newpark Resources, Inc. has always been the largest customer of our Oilfield Waste Division. Our
disposal agreement with Newpark is currently scheduled to expire on June 30, 2002. Consequently, unless we enter into a new agreement
with Newpark, commencing in July 2003, Newpark will have no obligation or incentive to deliver any oilfield waste to any of our landfarms
and we will begin competing with Newpark and others for oilfield waste generated offshore or in inland waters in the Gulf Coast region.

Our competitors may be better capitalized, have greater name recognition or be able to provide services or products at a lower
cost. In addition, as the liquid waste market matures, competition can be expected to increase. As a result of these and other competitive
factors, our strategy may not be successful and we may not be able to generate adequate cash flows to fund our operations.

Failure to Comply With Governmental Regulations

Our business is subject to numerous federal, state and local laws, regulations and policies that govern environmental protection,
zoning and other matters. These laws and regulations have changed frequently in the past and, as demonstrated by the new treatment
guidelines implemented under the Clean Water Act, it is reasonable to expect additional changes in the future. We may be required to make
significant capital and operating expenditures to bring our facilities into compliance with these new guidelines or in the event that other
existing regulatory requirements change. Although we believe that we are presently in material compliance with applicable laws and
regulations, our operations may not continue to comply with future laws and regulations. Governmental authorities may seek to impose
fines and penalties on us or seek to revoke or deny the issuance or renewal of operating permits for failure to comply with applicable laws
and regulations. Under these circumstances, we might be required to curtail or cease operations or conduct site remediation until a particular
problem is remedied, which could have a material adverse effect on our business, results of operations and financial condition.




Potentigl Impact of Governmental Investigation of our Detroit Facility

Our Detroit, Michigan facility is under investigation by the EPA and the Federal Bureau of Investigation ("FBI") for possible
violations of the Clean Water Act, RCRA, and federal wire and mail fraud statutes. This investigation was initiated in 1999 as a result of
allegations that (i) the facility knowingly discharged into the Detroit sewer system untreated hazardous liquid waste in violation of city
ordinances, the facility’s permit and the Clean Water Act, and (ii) without proper manifesting, the facility knowingly transported and
disposed of hazardous solid waste at an unpermitted treatment facility in violation of RCRA. We have cooperated with the governmental
agencies involved in this investigation and are currently engaging in discussions with the U.S. Attorney's office in Detroit concerning a
possible settlement of this matter. There can be no assurance that we will be successful in negotiating a settlement with the U.S. Attorney
or that the $5.0 million reserve that we recorded during the fourth quarter of 2001 to cover amounts expected to be paid in connection with
any such settlement will be sufficient. Our failure to negotiate a settlement of this matter could result in the commencement of civil and/or
criminal actions against the Company, either of which could have a material adverse effect on our business, results of operations and
financial condition. Inaddition, the announcement of a settlement of this matter could cause customers of the facility to deliver their waste

to competing facilities and such customer losses could have a material adverse effect on our business, results of operations and financial
condition.

Risks Related to Qur Long-Term Debt

We have a revolving credit facility with a group of banks under which we may borrow to fund our working capital requirements.
The credit agreement contains affirmative, negative, subjective and financial covenants. Our fourth quarter 2001 results caused us to be
out of compliance with certain of the financial covenants of the credit facility. During the first quarter of 2002, the terms of the credit
facility were amended to, among other things, extend the maturity date to June 15, 2002, reduce the amount of the credit facility from
$111.25 million to $99.7 million, increase the interest rates payable under the credit facility, and waive our noncompliance with and modify
the terms of certain of our financial covenants. In addition, on March 28, 2002, the terms of the credit facility were amended to, among
other things, extend the maturity date to April 15, 2003 and increase the interest rates payable under the credit facility. There can be no
assurance that we will be successful in complying with all of the financial covenants contained in the amended credit agreement. Any such
failure would constitute an event of default under the amended credit agreement, allowing the banks to call the loan and exercise their rights
under the amended credit agreement and other loan documents.

As described above, our lenders have agreed to extend the maturity date of the credit facility to April 15, 2003. Consequently,
by such date, we must either extend the term of the credit facility or obtain an alternative source of financing. Our failure to obtain such
an extension or an alternative source of financing would have a material adverse effect on our business, results of operations, financial
condition and liquidity.

Impact of Failure te Obtain or Maintain Necessary Governmental Approvals

We operate in a highly regulated environment and are required to have permits and approvals from federal, state and local
governments. Any of these permits or approvals or applications could be denied, revoked or modified under various circumstances. In
addition, if new environmental legislation or regulations are enacted or existing legislation or regulations are amended or are enforced
differently, we might be required to obtain additional operating permits or approvals. The process of obtaining or renewing a required
permit or approval can be lengthy and expensive and our efforts to obtain permits, renewals or approvals may be opposed by citizens
groups, adjacent landowners or others. Our facilities in Chandler, Arizona and Detroit, Michigan have never been granted Part B permits
under RCRA and are continuing to operate under interim status, as allowed by RCRA. Inaddition, our facility in East Palo Alto, California
is operating under a California Department of Toxic Substances Control permit that expired in 1991, but that allows for ongoing operations.
Although applicable regulations allow these facilities to continue to operate, we may not be successful in obtaining or maintaining these
and other required permits and approvals and that failure could have a material adverse effect on our business, results of operations and
financial condition.

Potential Environmental Liability

We may be subject to liability for environmental damage that our processing facilities and collection operations may have caused
or may cause nearby landowners, particularly as a result of the contamination of drinking water sources or soil, including damage resulting
from conditions existing prior to our acquisition of the facilities or operations. Liability may also arise from any off-site environmental
contamination caused by hazardous substances, the transportation, treatment or disposal of which we arranged or which was arranged by
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the owners of businesses that we have acquired. Any substantia] liabilities for environmental damage could have a material adverse effect
on our business, results of operations and financial condition. During the ordinary course of our business, we may become involved in a
variety of legal and administrative proceedings relating to land use and environmental laws and regulations, including actions or
proceedings:

° By governmental agencies seeking to impose civil or criminal penalties on us;

o By governmental agencies seeking to revoke or deny renewal of one or more of our
permits;

0 By citizens groups, adjacent landowners or governmental agencies opposing the

1ssuance of a permit or approval to us or alleging violations of the permits under
which we operate; or

© By citizens groups and adjacent landowners seeking to impose liability on us for
environmental damage at any of our facilities (or facilities formerly owned by us or
any acquired business) or damage that those facilities or other properties may have
caused.

The adverse outcome of one or more of these proceedings could have a material adverse effect on our business, results of operations and
financial condition.

During the ordinary course of our operations, we have from time to time received, and expect that we may in the future receive,
citations or notices from governmental authorities that our operations are not in compliance with our permits or certain applicable
environmental or land use laws and regulations. We generally seek to work with the authorities to resolve the issues raised by these citations
or notices. However, we may not always be successful in this regard and future citations or notices could have a material adverse effect
on our business, results of operations and financial condition.

Insufficiency of Insurance

While we maintain liability insurance, it is subject to coverage limits and certain policies exclude coverage for damages resulting
from environmental contamination. Although there are currently numerous sources from which such coverage may be obtained, it may not
continue to be available to us on commercially reasonable terms or the possible types of liabilities that may be incurred by us may not be
covered by our insurance. In addition, our insurance carriers may not be able to meet their obligations under the policies or the dollar
amount of the hiabilities may exceed our policy limits. Even a partially uninsured claim, if successful and of significant magnitude, could
have a material adverse effect on our business, results of operations, financial condition and liquidity. We also retain a risk for our self
insured employee group health claims resulting from uninsured deductibles per accident or occurrence which are subject to an annual
aggregate stop loss limit on a claim basis and on an aggregate basis.

Potential Impact of Insolvency of Reliance Insurance Company

In October 2001, Reliance Insurance Company, one of our primary insurance carriers, was declared insolvent by the Insurance
Commissioner of the State of Pennsylvania and placed into liquidation. As a result, insurance coverage may not be available for any claims
asserted against us for which insurance coverage was to be provided by Reliance and that were not resolved prior to Reliance being placed
into liquidation. To the extent that insurance coverage is not available to cover settlement of any such claim asserted against us or a
judgment entered against us, the settlement or judgment would have to be paid by the Company. There can be no assurance that the
$3.5 million reserve that we recorded during the fourth quarter of 2001 to cover amounts expected to be paid in connection with such claims
will be sufficient. Any such claim, if successful and of significant magnitude, could have a material adverse effect on our business, results
of operations, financial condition and liquidity.
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Dependence Upon Qilfield Waste Exemption Under RCRA and Other Environmental Regulations

Oilfield waste is currently exempt from the requirements of RCRA, which is the principal federal statute governing the handling
and disposal of waste. In recent years, proposals have been made to rescind or modify this exemption. The repeal or modification of the
exemption covering oilfield waste or modification of applicable regulations or interpretations regarding the processing and disposal of
oilfield waste would require us to alter our method of processing and disposing of oilfield waste. This could have a material adverse effect
on our business, results of operations and financial condition. Each of our operations is also dependent to varying degrees on the existence
and enforcement of local, state and federal environmental regulations. Any repeal or relaxation of those regulations, or a failure of
governmental authorities to enforce the regulations, could result in decreased demand for our services and, therefore, could have a material
adverse effect on our business, results of operations and financial condition. Our operations may also be adversely affected by new
regulations or changes in other applicable regulations.

Dependence on Oil and Gas Industry

Demand for our oilfield waste processing and disposal services depends in large part upon the level of exploration for and
production of oil and gas, particularly in the Gulf Coast region. This demand, in turn, depends on, among other things, oil and gas prices,
expectations about future prices, the cost of exploring for, producing and delivering oil and gas, the discovery rate of new oil and gas
reserves and the ability of oil and gas companies to raise capital. Historically, prices for oil and gas have been extremely volatile and have
reacted to changes in the supply of and demand for oil and natural gas, domestic and worldwide economic conditions and political
instability in oil-producing countries. Current levels of oil and gas exploration and production activities may not be maintained. Prices for
oil and natural gas are expected to continue to be volatile and affect demand for our oilfield waste services. A material decline in oil or
natural gas prices or exploration activities could materially affect the demand for our oilfield waste services and, therefore, our business,
results of operations and financial condition.

Relignce on Key Personnel

We are highly dependent on our executive officers and senior management, and we likely will depend on the senior management
of any significant business we acquire in the future. The loss of the services of any of our current executive officers or key employees or
any member of senior management of any acquired business could have a material adverse effect on our business, results of operations and
financial condition. In addition, debt outstanding under our credit facility may be accelerated by the lenders if, among other things,
Michael P. Lawlor or Earl J. Blackwell ceases to serve as an executive officer of the Company and is not replaced within 60 days by an
individual reasonably satisfactory to the lenders. We have tried to reduce some of this risk by maintaining key man life insurance in the
amount of $5.0 million on both Mr. Lawlor and Mr. Blackwell.

Velatility of Qur Stock Price

Our common stock was first publicly traded on August 20, 1997 and has traded from a low of $1.75 per share to a high of $26.38
per share. The market price of our common stock could continue to fluctuate substantially due to a variety of factors, including:

@ Quarterly fluctuations in results of operations;

© Announcement of the results of the governmental investigation of our Detroit
facility;

o Further changes to our revolving credit facility;

© Changes in the regulatory environment or market conditions affecting the liquid
waste management industry;

® Changes in earnings estimates by analysts;

® Loss of key personnel;

® Changes in accounting principles or policies;

© Sales of common stock by existing stockholders;

o Announcements of key developments by competitors; and

© Economic and political conditions.
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The market price for our common stock may also be affected by our ability to meet analysts' expectations. Any failure to meet
such expectations, even slightly, could have an adverse effect on the market price of our common stock.

Item 2. Properties

Our corporate offices are located in Houston, Texas. The corporate offices consist of approximately 20,000 square feet of office
space occupied under a lease which expires on June 30, 2007.

The Commercial Wastewater Division operates 23 liquid waste processing facilities. We believe that the specialized equipment,
licenses and permits necessary to operate these liquid waste processing facilities create a significant barrier to entry into this industry. The
following table sets forth certain information relating to each such facility, including the types of liquid waste most commonly managed:

Facility

ParallelCA .............. e
ParallelFL .................

Bio-Vac ....................
A&A Environmental ..........
Northern A-1 ................
RoyalRecycling ..............
Gateway Terminal ............
Waste Stream . ..............
E-Max Elwood ..............
E-Max Allegheny .............
Austin Liquid Disposal ........
Environment Management .. ...
Mesa ......... .. ...l
AmigoNorth ................
Reclamation Technology ......
American Wastewater .........

Re-ClaimTX ...............
Waste Technologies . ..........
Imperial (Mesa) ..............
" AmigoSouth ................

Location

Rancho Cucamonga, California

Bartow, Florida
Atlanta, Georgia
Hammond, Indiana

Louisville, Kentucky
Shreveport, Louisiana
Linthicum Heights, Maryland
Kalkaska, Michigan
Hamilton, Ontario, Canada
Carteret, New Jersey
Weedsport, New York
Elwood City, Pennsylvania
Pittsburgh, Pennsylvania
Austin, Texas

Austin, Texas

Dallas, Texas

Giddings, Texas

Haltom City, Texas
Houston, Texas

Houston, Texas

San Antonio, Texas
San Antonio, Texas
San Antonio, Texas

Liquid Wastes Managed

Bulk Liquids and Dated Beverages
Bulk Liquids and Dated Beverages
Industrial Wastewaters

Industrial Wastewaters; Grease and
Grit Trap Waste; Septage

Bulk Liquids and Dated Beverages
Grease and Grit Trap Waste
Industrial Wastewaters

Industrial Wastewaters

Dated Beverages

Industrial Wastewaters

Biosolids

Industrial Wastewaters

Industrial Wastewaters

Grease and Grit Trap Waste
Grease and Grit Trap Waste
Grease and Grit Trap Waste
Petroleum Fuels

Industrial Wastewaters

Industrial Wastewaters; Grease and
Grit Trap Waste; Septage
Industrial Wastewaters

Grease and Grit Trap Waste
Grease and Grit Trap Waste
Petroleum Fuels

Owned/Leased

Owned
Leased
Leased
Leased

Owned
Owned
Owned
Owned
Leased
Leased
Leased
Leased
Leased
Leased
Leased
Owned
Owned
Leased
Owned

Owned
Owned
Owned
Owned

The Industrial Wastewater Division operates six waste processing facilities. The following table sets forth certain information
relating to each such facility, including the types of waste most commonly managed:

Facility

RomicAZ ..................
RomicCA ..................
USLFlorida .................
Waste Research Augusta  ......
Waste Research Macon .......
USLDetroit . ................

Location

Chandler, Arizona

East Palo Alto, California
Tampa, Florida

Augusta, Georgia
Macon, Georgia

Detroit, Michigan
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Liquid Wastes Managed

Hazardous Wastes; Industrial Wastewaters
Hazardous Wastes; Industrial Wastewaters

Household Hazardous Wastes
Industrial Wastewaters
Industrial Wastewaters

Hazardous Wastes; Industrial Wastewaters

Owned/Leased

Leased
Owned
Owned
Owned
Owned
Owned




The Oilfield Waste Division operates six oilfield waste processing facilities and ten commercial saltwater injection wells. The
following table sets forth certain information relating to each processing facility:

Area Permitted Approximate
for Oilfield Square Footage
Waste Processing of Office
Location and Disposal Facilities Owned/Leased
Bateman Island, Louisiana  ............................... 115 acres 5,000 Leased
Bourg, Louisiana .. ........ .. . ... i, 140 acres 5,000 Leased
Elm Grove, Louisiana ............ ... i 152 acres 500 Owned
Mermentau, Louisiana . .............co i 277 acres 10,000 Owned
Bustamonte, Texas .. ....... ... ... 120 acres 1,000 Owned
SanIsidro, Texas . ......... . . . i 80 acres 1,000 , Leased

In addition to the facilities described above, we also own a facility in Lacassine, Louisiana consisting of approximately 8,000
square feet of office and equipment storage space and approximately 130 acres of undeveloped land that was previously used for
landfarming of oilfield waste and naturally occurring radioactive material. This facility has been closed in accordance with Louisiana law.
We also own a facility in Kansas City, Missouri that was previously used for storage and bulking of various hazardous wastes and a facility
in Roseville, Michigan that was previously used for fuel blending and solvent recycling. The Kansas City and Roseville facilities have not
been operational since 1992 and we have no plans to resume operations at either of these facilities. We also lease the Re-Claim facility
located in Shreveport, Louisiana. We ceased on-going operations at this facility in early 2001; however, the lease on the facility will not
expire until September 2007,

We own other real estate, buildings and physical properties that we use in our liquid waste collection operations. We also lease
certain of our collection and transportation facilities and administrative offices.

All of our facilities satisfy our present needs; however, as part of our internal growth strategy, we intend to expand the capacity
and processing capabilities of certain of our liquid waste processing facilities and increase the number and types of permitted waste streams
of such facilities. We believe that the remaining capacity of each of the landfarms that we lease is sufficient for at least 25 years; which,
in each case, exceeds the remaining term (including options) of the lease agreement for such facility. We also believe that the remaining
capacity at each of the landfarms that we own is sufficient for at least 25 years.

Item 3. Legal Proceedings
Regulatory Proceedings

In May 1998, we acquired from Waste Management, Inc. substantially all of the assets of City Environmental, Inc., including a
hazardous and nonhazardous waste treatment facility located in Detroit, Michigan. On August 25, 1999, the EPA and the FBI jointly
executed a search warrant at this facility, seeking documentation relating to the facility’s receipt, processing and disposal of hazardous
waste. According to the affidavit attached to the search warrant, the investigation was triggered by allegations that (1) the facility knowingly
discharged untreated hazardous liquid waste into the Detroit sewer system in violation of city ordinances, the facility’s permit and the Clean
Water Act, and (11) without proper manifesting, the facility knowingly transported and disposed of hazardous solid waste at an unpermitted
treatment facility in violation of RCRA. The affidavit alleged that these activities had been taking place since 1997, which was before we
acquired the facility. The investigation is now under the direction of the U.S. Attorney's office in Detroit. We have cooperated with the
EPA, the FBI and the U.S. Attorney throughout this investigation and, to date, no civil action or criminal indictment has been initiated
against the Company or any individual. We are currently engaging in discussions with the U.S. Attorney concerning a possible settlement
of this matter. Based upon our discussions with the U.S. Attorney and other available information, during the fourth quarter of 2001 we
recorded a $5.0 million reserve to cover amounts expected to be paid in connection with any such settlement. Management believes that
this reserve is sufficient; however, there can be no assurance that we will be successful in negotiating a settlement with the U.S. Attorney
or that the amounts to be paid in connection with any such settlement will not exceed $5.0 million. Our failure to negotiate a settlement
of this matter could result in the commencement of civil and/or criminal actions against the Company, either of which could have a material
adverse effect on our business, results of operations and financial condition.
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The EPA notified us in 1999 that liquid waste received by our Re-Claim Louisiana facility and stored off-site contained hazardous
constituents and, therefore, the waste could not be processed by the facility. We believed that the waste could be handled as nonhazardous
waste. A reserve was established for costs incurred in the event that this waste had to be delivered to a third party for processing and
disposal. As of December 31, 2001, approximately $0.9 million of this reserve remained accrued to process and dispose of the remaining
waste. As previously reported, our Re-Claim Louisiana facility ceased on-going operations in early 2001.

Prior to its acquisition by the Company in January 1999, Romic Environmental Technologies Corporation had entered into an
administrative consent order with the EPA relating to the cleanup of soil and groundwater contamination at its facility in East Palo Alto,
California. A remedial investigation of the facility has been completed by Romic and forwarded to the EPA. The EPA has authorized
Romic to conduct a pilot study utilizing in-situ enhanced bio-remediation to determine whether that method will be an effective corrective
measure. This study began during the first quarter of 2001 and will continue for approximately one year, at which time, if successful, the
EPA may approve this method for final site remediation. Prior to its acquisition by the Company, Romic had also been notified by the EPA
and the California Department of Toxic Substances Control that it was a potentially responsible party under applicable environmental
legislation with respect to the Bay Area Drum Superfund Site in San Francisco, California, the Lorentz Barrel and Drum Superfund Site
in San Jose, California and the Casmalia Resources Hazardous Waste Management Facility located near Santa Barbara, California, each
of which was a drum reconditioning or disposal site previously used by Romic. With respect to each of these drum reconditioning or
disposal sites, Romic and a number of other potentially responsible parties have entered into administrative consent orders and/or
agreements allocating each party’s respective share of the cost of remediating the sites. Romic’s share under these consent orders and/or
agreements 1s as follows: Bay Area -- 6.872%; Lorentz -- 5.62% and Casmalia Resources -- 0.29%. Based upon the information available,
we have continued to maintain a reserve to cover Romic’s estimated costs to remediate the East Palo Alto facility and the three drum
reconditioning or disposal sites. As of December 31, 2001, the balance of this reserve was $3.4 million, of which $0.5 million is expected

‘to be paid in 2002. Management believes that this reserve is sufficient to satisfy Romic’s obligations under the consent orders and

agreements; however, due to the complex, ongoing and evolving process of investigating and remediating these sites, Romic’s actual costs
may exceed the amount reserved.

In December 1999, we were notified by the EPA that D&H Holding Co., Inc., a company that we acquired in the fourth quarter
of 1998, is a potentially responsible party under CERCLA with respect to the Lenz Oil Services Superfund Site in DuPage County, Illinois.
During the first quarter of 2001, the Company and a number of other potentially responsible parties entered into a consent decree allocating
each party's respective share of the cost of remediating this site. Based upon the information available, we have continued to maintain a
reserve to cover our share of the estimated costs to remediate the Lenz Oil Services site. As of December 31, 2001, the balance of this
reserve was $145,000. We have made demand upon the former stockholders of D&H Holding for indemnification against any costs that
we may incur in connection with the remediation of this site.

The Company's non-saleable beverage operations, which operate under the Parallel Products name, are subject to regulation by
the U.S. Bureau of Alcohol, Tobacco and Firearms ("ATF"). In addition to regulating the production, distribution and sale of alcohol and
alcohol containing products, the ATF is also responsible for collecting the federal excise taxes ("FET") that must be paid on distilled spirits,
wine and beer. If alcoholic beverages on which the FET have been paid are returned to bond at our Parallel Products' premises for
destruction, the party who has paid the FET on the destroyed product is entitled to a refund. When our customers return distilled spirits,
wine or beer from commerce to one of our facilities for destruction, we generally file a claim with the ATF on behalf of that customer for
refund of the FET paid on that product. The ATF periodically inspects the Parallel Products facilities both to insure compliance with its
regulations and to substantiate claims for FET refunds. During 2000, the ATF conducted inspections at our Louisville, Kentucky and
Rancho Cucamonga, California facilities. At the conclusion of these inspections, the ATF preliminarily notified us that it intended to deny
certain refund claims, some of which had already been paid by the ATF to our customers, due to what the ATF alleges was inadequate,
incomplete or unsubstantiated supporting documentation. In addition, the ATF proposed a civil penalty of $30,000 based on the alleged
defects in our documentation. During the third quarter of 2001, the ATF notified us that, in order to recoup refund claims previously paid
to our customers, the ATF was assessing taxes of $1.175 million against the facilities. During the fourth quarter of 2001, we offered to
pay $450,000 to the ATF to resolve all of the ATF's claims against the facilities and delivered a check for such amount to the ATF. Based
upon our discussions with the ATF, we believe that our offer will be accepted by the ATF. The proposed assessment by the ATF does not
address approximately $525,000 of refund claims that we submitted on behalf of our customers that either have already been denied or are
likely to be denied as a result of the alleged defects in our documentation. We are currently engaging in discussions with the affected
customers concerning the refund claims in question. Settlements have been reached with certain customers and we believe that satisfactory
settlements can be reached with all of the other affected customers. After giving effect to the proposed settlement with the ATF and the
on-going discussions with our customers, management reassessed the reserve that was established for this matter in December 2000. As
of December 31, 2001, the total reserve remaining was $0.3 million. Management believes that this reserve is sufficient.
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Litigation

During the third quarter of 1999, six purported securities class action lawsuits were filed against the Company and certain of its
officers and directors in the United States District Court for the Southern District of Texas, Houston Division. These lawsuits have been
consolidated into a single action styled In re: U S Liquids Securities Litigation, Case No. H-99-2785, and the plaintiffs have filed a
consolidated complaint alleging violations of Sections 11, 12(a)(2) and 15 of the Securities Act of 1933 ("Securities Act") on behalf of
purchasers of the Company's common stock in our March 1999 public offering and violations of Sections 10(b) and 20(a) of the Securities
Exchange Act of 1934 ("Exchange Act") and Rule 10b-5 promulgated thereunder on behalf of purchasers of the Company’s common stock
during the period beginning on May 12, 1998 and ending on August 25, 1999. The plaintiffs generally allege that the defendants made
false and misleading statements and failed to disclose allegedly material information regarding the operations of our Detroit facility and
the Company’s financial condition in the prospectus relating to our March 1999 stock offering and in certain other public filings and
announcements made by the Company. The remedies sought by the plaintiffs include designation of the action as a class action,
unspecified damages, attorneys’ and experts’ fees and costs, rescission to the extent any members of the class still hold common stock, and
such other relief as the court deems proper. During 2000, we filed a motion to dismiss the plaintiffs' consolidated complaint. In January
2001, the court entered an Order of Partial Dismissal which dismissed the claims asserted by the plaintiffs under Sections 10(b) and 20(a)
and Rule 10b-5 of the Exchange Act, but granted the plaintiffs leave to file an amended complaint. The deadline for filing an amended
complaint has passed and the plaintiffs have advised the court that, while preserving all of their rights regarding the claims under Sections
10(b) and 20(a) of the Exchange Act, they will proceed on the current complaint as affected by the Order of Partial Dismissal. Accordingly,
the lawsuit is proceeding only with respect to the claims asserted under Sections 11, 12(a)(2) and 15 of the Securities Act. This lawsuit
is currently set for trial on November 23, 2002.

In addition, one stockholder of the Company has filed a lawsuit against certain of the officers and directors of the Company in
connection with the operation of the Company’s Detroit facility and the securities class action described above. Benn Carmiciav. U S
Liquids Inc., et al., was filed in the United States District Court for the Southern District of Texas, Houston Division, on September 15,
1999 and was subsequently consolidated with the claims asserted in the securities class action described above. The plaintiff purports to
allege derivative claims on behalf of the Company against the officers and directors for alleged breaches of fiduciary duty resulting from
their oversight of the Company’s affairs. The lawsuit names the Company as a nominal defendant and seeks compensatory and punitive
damages on behalf of the Company, interest, equitable and/or injunctive relief, costs and such other relief as the court deems proper. We
believe that the stockholder derivative action was not properly brought and we have filed a motion to dismiss this action in order to allow
the Board of Directors to consider whether such litigation is in the best interest of the Company and our stockholders. As of the date of
this report, no ruling has been made by the court on our motion to dismiss. This lawsuit is currently set for trial in February 2003.

On April 21, 1998, we acquired substantially all of the assets of Parallel Products, a California limited partnership ("Parallel").
In addition to the consideration paid at closing, we agreed that, if the earnings before interest, taxes, depreciation and amortization
("EBITDA") of the businesses acquired from Parallel exceeded a specified amount in any four consecutive quarters during the three year
period after the closing of the acquisition, we would pay to Parallel an additional $2.1 million in cash and an additional $2.1 million in
common stock. During the third quarter of 2000, Parallel filed suit against the Company alleging that the acquired businesses achieved
the specified EBITDA amount for the four quarters ended December 31, 1999 and for the four quarters ended March 31, 2000. Parallel
is seeking a declaratory judgment that the EBITDA amount specified in the acquisition agreement has been achieved and that it is entitled
to receive the contingent cash and stock payments described above. Parallel also alleges that it is entitled to recover compensatory damages
of $4.2 million, punitive damages, interest, attorneys' fees and costs, and such other relief as the court deems proper. We have denied that
we have any liability to Parallel and we have filed a counterclaim against Parallel alleging that Parallel breached certain of the
representations and warranties made to us in the acquisition agreement. This lawsuit is still in the discovery stage and no trial date has been
set.

InJanuary 2002, we settled the claims asserted by Downstream Environmental, L.L.C. and Dan Noyes against the Company and
our subsidiary, U S Liquids of Texas, Inc. The settlement did not have a material impact on our results of operations or financial condition
or on the operations of our American Wastewater facility.

In April 1998, we acquired substantially all of the assets of Betts Pump Service, Inc. in return for cash and shares of Company
common stock. As part of the transaction, Betts Pump agreed that it would not sell one-half of the shares of Company common stock it
received in the transaction for at least one year after the closing of the transaction, and a restrictive legend to that effect was placed on the
stock certificate representing these shares. On January 31, 2001, Keith Betts, Betts Pump and Betts Environmental, Inc. filed suit in the
District Court of Kaufman County, Texas against their former stockbroker and the Company alleging that their stockbroker and the
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Company prevented the plaintiffs from selling the restricted shares of Company common stock. The plaintiffs have also alleged, among
other things, that we made false and misleading statements and failed to disclose allegedly material information regarding the Company
in connection with the acquisition. The plaintiffs are seeking unspecified compensatory damages, treble damages under the Texas
Deceptive Trade Practices - Consumer Protection Act, punitive damages, interest, attorneys' fees and costs. We deny that we have any
liability to the plaintiffs. This action has been delayed as the result of a related arbitration proceeding between the plaintiffs and their
former stockbroker, which was completed in March 2002.

From September 4, 1998 through September 3, 2000, Reliance Insurance Company or one of its affiliated companies ("Reliance")
provided casualty insurance coverage for the Company and our subsidiaries. In addition, Reliance provided similar coverage, for pre-
acquisition periods, for several companies that we acquired between 1997 and 2000. During the Reliance coverage periods, various
incidents occurred that resulted in claims being made against the Company for which insurance coverage was to be provided by Reliance.
In some cases, the claim resulted in a lawsuit being filed against the Company. Reliance had been adjusting and/or defending these claims;
however, in October 2001, Reliance was declared insolvent by the Insurance Commissioner of the State of Pennsylvania and placed into
liquidation. As aresult, insurance coverage may not be available for any claims or lawsuits that were not resolved prior to Reliance being
placed into liquidation. To the extent that insurance coverage is not available to cover settlement of a claim asserted against the Company
or a judgment entered against the Company, the settlement or judgment would have to be paid by the Company. Many states have
established insurance guarantee funds to pay claims insured by insolvent insurance companies; however, the amount available from such
funds for a single claim is generally limited to the lesser of the amount of the insured's coverage and a dollar amount specified by statute.
During the fourth quarter of 2001, we established a $3.5 million reserve to cover the estimated costs to satisfy our obligations with respect
to all such claims that were not resolved prior to Reliance being placed into liquidation, net of the amounts expected to be received by the
Company from state insurance guarantee funds. Management believes that this reserve is sufficient to satisfy the Company's obligations
with respect to all such remaining claims for which insurance coverage was to be provided by Reliance; however, there can be no assurance
that the Company's actual costs will not exceed the amount reserved.

Our business is subject to numerous federal, state and local laws, regulations and policies that govern environmental protection,
zoning and other matters. During the ordinary course of our business, we have become involved in a variety of legal and administrative
proceedings relating to land use and environmental laws and regulations, including actions or proceedings brought by governmental
agencies, adjacent landowners, or citizens’ groups. In the majority of the situations where proceedings are commenced by governmental
agencies, the matters involved relate to alleged technical violations of licenses or permits pursuant to which we operate or are seeking to
operate, or Jaws or regulations to which our operations are subject or are the result of different interpretations of applicable requirements.
From time to time, we pay fines or penalties in governmental proceedings relating to our operations. We believe that these matters will
not have a material adverse effect on our business, results of operations or financial condition. However, the outcome of any particular
proceeding cannot be predicted with certainty, and the possibility remains that technological, regulatory or enforcement developments,
results of environmental studies, or other factors could materially alter this expectation at any time.

1t is not possible at this time to predict the impact the above lawsuits, proceedings, investigations and inquiries may have on us,
nor is it possible to predict whether any other suits or claims may arise out of these matters in the future. However, it is reasonably possible
that the outcome of any present or future litigation, proceedings, investigations or inquiries may have a material adverse impact on our
consolidated financial position or results of operations in one or more future periods. We intend to defend ourself vigorously inall of the
above matters.

We are involved in various other legal actions arising in the ordinary course of business. Management does not believe that the
outcome of such legal actions will have a material adverse effect on the Company's consolidated financial position or results of operations.

Item 4. Submission of Matters to 2 Vote of Security Holders

No matters were submitted during the fourth quarter of the fiscal year covered by this report to a vote of security holders, through
the solicitation of proxies or otherwise.
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PART II
Item 5. Market for Registrant’'s Common Equity and Related Stockhelder Matters

Our common stock is traded on the American Stock Exchange under the symbol "USL." The following table sets forth, for the
periods indicated, the range of the high and low sales prices for the common stock as reported on the American Stock Exchange.

Price Range of
Common Stock

High Low

Year Ended December 31, 2000:

FirstQuarter . ...... ...t $10.25 $5.19

SecondQuarter ...............c.iiiiiiriiain... 6.63 4.25

Third Quarter ..........c.viiiiiiinrennnnnn.. 6.00 3.38

FourthQuarter .............. .. ... ... iieuno... 4.63 1.75
Year Ended December 31, 2001:

First Quarter ..........ovtieeine e, $ 4.10 $ 2.19

Second QUArtEr . .........iiiiiiiii i 5.12 3.05

Third Quarter . ...... ...ttt 6.00 4.40

FourthQuarter ........... ... i ieiinennn.. 5.68 495

The number of holders of record of common stock at March 15, 2002 was 186.

‘We have not paid dividends on our common stock and do not anticipate paying dividends in the foreseeable future. We intend
to retain future earnings, if any, to finance the expansion of our operations and for general corporate purposes. We are also prohibited from
declaring or paying cash dividends on our capital stock under the terms of our revolving credit facility.
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Item 6. Selected Financial Data

The consolidated balance sheet and income statement data below set forth our consolidated financial data as of December 31,
2000 and 2001, and for the years ended December 31, 1999, 2000 and 2001, derived from the audited financial statements which appear
elsewhere in this report. The consolidated balance sheet and income statement data as of December 31, 1997, 1998 and 1999 and for the
years ended December 31, 1997 and 1998 have been derived from audited financial statements which do not appear in this report.

Statements of Operations Data:

Years Ended December 31,
1997 1998 1999 2000 2001
(In thousands, except per share data)

Revenues .............. ... .............. $38,159 $121,460  $231,783 $247,859 $230,312
Operating eXpenses  ....................... 21,353 79,027 165,773 193,724 168,673
Depreciation and amortization ............... 2,990 8,146 16,595 19,234 17,513
Selling, general and administrative expenses .. .. 5,350 12,927 26,242 33,162 26,440
Poolingcosts ........ ... .. ... .. 400 - - -- -
Special charges, net ........... ... ... ... .. -~ -- 15,138 17,787 5771
Income (loss) from operations ............... $ 8,066 $ 21,360 § 8,035 $(16,048) $ 11,915
Interest and other expense,net ............... 1,775 3.555 6,674 10,279 9,136
Income (loss) before provision (benefit)

forincometaxes ...............ccvvnn... $ 6,291 $ 17,805 $ 1,361 $(26,327) $ 2,779
Provision (benefit) for income taxes .......... 2416 7.033 2,603 (950) (607)
Netincome (loss) ........................ $ 3875 $ 10772 § (1242) §$(25377) § 3.386
Basic earnings (loss) pershare ............... $§ 065 $ 104 $ (008) $ (161) §$ o0.21
Diluted earnings (loss) pershare ............. § 055 $ 093 § (008 $ (161) $ 020
Weighted average shares outstanding .......... 5,937 10,317 15,324 15,798 15,988
Diluted weighted average shares outstanding . . .. 7,078 11,637 15,324 15,798 16,728

Balance Sheet Data:
As of December 31,
1997 1998 1999 2000 2001
(In thousands)

Working capital ............ ... ... ... $ 2,122 $§ 2936 § 10,189 $ 11,093 § 6,642
Totalassets ............ ... ... .. ..., 55,016 252,165 369,083 352,177 320,876
Long-term obligations, including

current maturities . .......... ... ... 17,436 68,394 104,826 111,519 92,028
Stockholders'equity .......... ... ... .. ... 20,906 124,944 190,148 164,870 168,453

Item 7. Management's Discussion and Aralysis of Financial Condition and Results of Operations

The following discussion reviews our operations for the three years ended December 31, 2001 and should be read in conjunction
with our consolidated financial statements and related notes and the other financial information appearing elsewhere in this report. The
information in this “Management’s Discussion and Analysis of Financial Condition and Results of Operations " contains forward-looking
statements that involve substantial risks and uncertainties. You can identify these statements by forward-looking words such as “may,”
“will,” “expect,” “anticipate,” “believe,” “estimate,” and “‘continue’’ or similar words. Qur actual results, performance or achievements
could differ materially from these forward-looking statements. Factors that could cause or contribute to such differences include those

discussed in “Business-Factors Influencing Future Results and Accuracy of Forward-Looking Statements” in Item | of this report.
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Overview

Our subsidiaries are organized into three divisions -- the Commercial Wastewater Division, the Industrial Wastewater Division
and the Oilfield Waste Division. The Commercial Wastewater Division collects, processes and disposes of nonhazardous liquid waste and
recovers saleable by-products from certain waste streams. The Industrial Wastewater Division collects, processes and disposes of hazardous
and nonhazardous waste and recovers saleable by-products from certain waste streams. The Oilfield Waste Division processes and disposes
of waste generated in oil and gas exploration and production.

The Commercial Wastewater Division generated $138.8 million, or 60.3%, of our revenues for the year ended December 31,2001.
This Division derives revenues from two principal sources: fees received for collecting, processing and disposing of nonhazardous liquid
waste (such as industrial wastewater, grease and grit trap waste, bulk liquids and dated beverages) and revenue obtained from the sale of
by-products, including fats, oils, feed proteins, industrial and fuel grade ethanol, solvents, aluminum, glass, plastic and cardboard, recovered
from certain waste streams. Some of our by-product sales involved the brokering of industrial and fuel grade ethanol produced by third
parties; however, as of December 31, 2001, we have essentially exited the ethanol brokerage business. Collection and processing fees
charged to customers vary per gallon by waste stream according to the constituents of the waste, expenses associated with processing the
waste and competitive factors. By-products are commodities and their prices fluctuate based on market conditions.

The Industrial Wastewater Division generated $64.4 million, or 28.0%, of our revenues for the year ended December 31, 2001.
This Division derives revenues from fees charged to customers for collecting, processing and disposing of hazardous and nonhazardous
liquid waste such as household hazardous wastes, plating solutions, acids, flammable and reactive wastes, and industrial wastewater.
Certain sludges and solid hazardous wastes are also processed. The Industrial Wastewater Division also generates revenues from the sale
of by-products recovered from certain waste streams, including industrial chemicals and recycled antifreeze products. The fees charged
for processing and disposing of hazardous waste vary significantly depending upon the constituents of the waste. Collection and processing
fees charged with respect to nonhazardous liquid waste vary per gallon by waste stream according to the constituents of the waste, expenses
associated with processing the waste and competitive factors.

The Oilfield Waste Division generated $27.1 million, or 11.7%, of our revenues for the year ended December 31, 2001. This
Division derives revenues from fees charged to customers for processing and disposing of oil and gas exploration and production waste,
and cleaning tanks, barges and other vessels and containers used in the storage and transportation of oilfield waste. In order to match
revenues with their related costs, when waste is unloaded at one of our sites, we recognize the related revenue and record a reserve for the
estimated amount of expenses to be incurred to process and dispose of the waste. As processing occurs, generally over nine to twelve
months, the reserve is depleted as expenses are incurred. Our operating margins in the Qilfield Waste Division are typically higher than
in the Commercial Wastewater Division and in the Industrial Wastewater Division.

Operating expenses include compensation and overhead related to operations workers, supplies and other raw materials,
transportation charges, disposal fees paid to third parties, real estate lease payments and energy and insurance costs applicable to waste
processing and disposal operations.

Selling, general and administrative expenses include management, clerical and administrative compensation and overhead relating
to our corporate offices and each of our operating sites, as well as professional services and costs.

Depreciation and amortization expenses relate to our landfarms and other depreciable or amortizable assets. These assets are
expensed over periods ranging from three to 40 years. For operations previously classified as held for sale, we suspended depreciation
and adjusted amortization after giving effect to the write-downs of the underlying assets.

The seasonal nature of certain of our operations may materially affect operating results. Accordingly, the operating results for
any period are not necessarily indicative of the results that may be achieved for any subsequent period.

Critical Accounting Policies

In response to the SEC's Release No. 33-8040, "Cautionary Advice Regarding Disclosure About Critical Accounting Policies,"
we have identified the accounting principles which we believe are most critical to our reported financial status by considering accounting
policies that involve the most complex or subjective decisions or assessments. We identified our most critical accounting policies to be
those related to revenue recognition, processing expenses, and closure and remediation reserves.
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Revenue Recognition. Inaccordance with Staff Accounting BulletinNo. 101, "Revenue Recognition," we recognize revenue from
processing services when material is unloaded at one of our facilities, if delivered by the customer, or at the time the service is performed,
if we collect the matenals from the customer's location. We recognize revenue at the time our facility accepts the waste because the
customer has passed the legal and regulatory responsibility and associated risk of disposing the waste to us. By-product sales are recognized
when the by-product is shipped to the buyer.

Processing Expenses. Expenses associated with the waste processing cycle can be broken down into two major components: those
incurred within the same accounting period as when the associated revenue is recognized and those incurred after the accounting period
in which the associated revenue was recognized.

The majority of the expenses associated with the waste processing cycle are incurred within the same accounting period as when
the associated revenue is recognized. These expenses include receiving personnel labor costs, lab testing costs, compliance costs, and the
majority of the labor and equipment variable costs associated with the waste treatment. The majority of the labor and equipment variable
costs associated with the treatment process are incurred within the first 30 days of treatment.

Since revenue has been recognized at the time the service to the customer was completed, we accrue the associated future expenses
into a processing reserve to establish a proper matching of revenues and all associated expenses. Since the facilities have been operated
the same way for several years, we know what the treatment process costs us on a per unit basis. Thus, for every unit of waste that is
offloaded into the facility, we accrue an amount to reflect the processing costs to be incurred subsequent to the initial processing associated
with that unit. As the treatment process concludes, we will apply those actual costs incurred against the processing reserve.

Closure and Remediation Reserves. Our closure and remediation reserves represent accruals for the total estimated costs
associated with the ultimate closure of our landfarm facilities and certain other facilities, including costs of decommissioning, statutory
monitoring costs and incremental direct administrative costs required during the closure and subsequent postclosure periods. The closure
and remediation reserves include both our open and closed facilities, as well as all third party sites for which we have been determined to
be a potentially responsible party and which require remediation. Our closure and remediation reserves have remained fairly constant as
the methodology has been consistent, and there has been no significant change in assumptions other than changes in estimates due to annual
changes in inflation indices, an update in cost estimates associated with closure, or a change in regulations.

Other critical accounting policies affecting judgments and estimates include:

Allowance for Doubtful Accounts. We extend credit to customers and other parties in the normal course of business. Management
regularly reviews outstanding accounts receivables, and provides for estimated losses through an allowance for doubtful accounts. In
evaluating the level of established reserves, management makes judgments regarding the parties' ability to make required payments,
economic events and other factors. As the financial condition of these parties change, circumstances develop or additional information
becomes available, adjustments to the allowance for doubtful accounts may be required.

Deferred Income Taxes. Deferred income tax assets and liabilities are recognized for differences between the book basis and the
tax basis of the net assets of the Company. In providing for deferred income taxes, management considers current tax regulations, estimates
of future taxable income and available tax planning strategies. In certain cases, management has established reserves to reduce deferred
income tax assets to estimated realizable value. If tax regulations, operating results or the ability to implement tax planning strategles vary,
adjustments to the carrying value of deferred income tax assets and liabilities may be required.

Insurance. We maintain insurance coverage for various aspects of our business and operations. We retain a portion of losses that
occur through the use of deductibles and retentions under self-insurance programs. Management regularly reviews estimates of reported
and unreported claims and provides for losses through insurance reserves. As claims develop and additional informationbecomes available,
adjustments to loss reserves may be required.
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Special Charges

During each of the years ended December 31, 1999, 2000 and 2001, we recorded special charges that reduced net income. Set
forth below is a description of these special charges.

1999 Business Interruptions and Remediations

1999 Remaining
Special Accrual
Description Charges at 12/31/01
(In thousands)
@) PCB Costs at Detroit § 5,494 $ -
(i) Disposal at Re-Claim 2,535 -
(iii) Re-Claim Fines 2,000 -
(iv) Legal Fees 1,700 -
W) Write-off of Capitalized Costs 1,316 -
(vi) Re-Claim Spill 1,000 -
(vi))  Severance 954 108 (A)

(viii)  Other Costs : 139 -
Total Special Charge 12/31/9 $15.138 $ 108

(A) Included in special charge accrual

During the third and fourth quarters of 1999, we recorded special charges in the amount of $15.1 million. The components of
these special charges consisted of (i) $5.5 million for disposal of PCB contaminated material improperly delivered to our Detroit facility,
the decontamination of certain equipment exposed to the PCB contaminated materials and fines imposed by regulatory authorities relating
to the facility's acceptance of the PCB contaminated materials, (if) $2.5 million for disposal of liquid waste received by our Re-Claim
Louisiana facility, which waste is the subject of a dispute between the Company and the EPA as to the proper method of disposal, net of
$443,000 received from our insurance carrier for submitted claims, (iii) $2.0 million for fines imposed by regulatory authorities relating
to the operations of the Re-Claim facility, (iv) $1.7 million for legal and professional fees incurred for matters arising in connection with
the governmental proceedings relating to the Detroit and Re-Claim facilities and the securities class action and shareholder derivative action
arising therefrom, (v) $1.3 million for write-offs of capitalized acquisition costs related to acquisitions not reasonably likely to occur, (vi)
$1.0 million for the cleanup of a spill at the Re-Claim facility caused by an act of vandalism, (vii) $954,000 for severance and contract
termination costs related to certain personnel and acquisition consultants as a result of the environmental issues at the Detroit and Re-Claim
facilities, and (viii) $139,000 for other costs related to the operations of the Detroit and Re-Claim facilities. These special charges reduced
net income by $10.4 million (net of taxes), or $0.68 per share, for the year ended December 31, 1999. As of December 31, 2001, $0.1
million of these special charges remained in accrued liabilities. See Notes 5 and 9 to our consolidated financial statements. See Note 18
to our consolidated financial statements for a further discussion of incidents giving rise to certain of the special charges.

2000 Operations Held for Sale or Closure

2000 Remaining
Special Accrual
Description Charges at 12/31/01
(In thousands)
(1) Estimate of Losses on Sales $ 19,701 3 -
(i) Re-Claim Shutdown 10,221 2,659 (A)-(C)
(iii) Legal Fees (related to (i-ii) above) 208 33 D)
(iv) PCB Costs at Detroit 471 -
v) Disposal Agreement Termination (12.814) -
Total Special Charge, net 12/31/00 $17.787 $ 2692

(A) $1.3 million included in accrued processing costs, which includes $0.9 million to process waste
stored off-site (see Note 18 to our consolidated financial statements)

(B) $0.2 million included in accrued liabilities - represents current portion of Re-Claim lease liability

(C) $1.1 million included in long-term liabilities - represents long-term portion of Re-Claim lease
liability

(D) Included in accrued legal fees
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During the fourth quarter of 2000, we recorded special charges relating primarily to decisions to dispose of or suspend certain
operations offset by the favorable effect of the settlement of a dispute. These special charges amounted to a net expense of $17.8 million.
The special charges included (i) $19.7 million for estimated losses from the sale of certain operations in the Commercial Wastewater
Division, (ii) $10.2 million for the closure of the Re-Claim Louisiana facility, which included approximately $1.6 million for processing
costs and approximately $1.6 million for the remaining lease liability, (iii) legal fees associated with the above for $208,000, and
(1v) additional charges of $471,000 for the disposal of PCB contaminated materials at our Detroit facility (relating to 1999 special charges
discussed above). During this period, we also recognized net pre-tax income of $12.8 million relating to the termination of a disposal
agreement with Waste Management, Inc. that was entered into in May 1998 in connection with the acquisition of the Detroit facility. These
special charges reduced net income by $17.8 million (net of taxes, due to valuation allowances), or $1.13 per share. As of December 31,
2001, $2.7 million of these special charges remained in accrued liabilities. See Notes 5 and 9 to our consolidated financial statements.

2001 Regulatory and Legal Resolutions and Operations Held for Sale

2001 Remaining
Special Accrual
Description Charges at 12/31/01
(In thousands)
(i) . National Steel Settlement $ (7,500) $ -
(i1) Insurance Claim Refund (3,750) -
(iii) Detroit Fine 5,000 5000  (A)
(iv) Reliance Bankruptcy 3,500 3,500 (A)
(V) Additional Losses on Sales 1,713 -
(vi) Goodwill Write-down 6,302 -
(vii) San Antonio Write-down 491 ‘ -
(viii)  Other Costs 15 -
Total Special Charge, net 12/31/01 § 5771 $ 8,500

(A) Included in special charge accrual

During 2000, we filed suit against National Steel Corporation for not properly identifying PCB contaminated materials as required
by law when delivered to our Detroit facility. In filing the suit, we were seeking to recover the costs incurred and the losses suffered by
the facility as a result of National Steel's non-disclosure. In April 2001, we entered into a settlement agreement with National Steel. As
part of the settlement agreement, in April 2001, National Steel paid $7.5 million to us.

In addition to filing suit against National Steel, we also submitted a claim under our property damage policy for losses incurred
as a result of the temporary closing of the facility in August 1999 and the delivery of PCB contaminated waste to a landfill owned by Waste
Management, Inc. During the third quarter of 2001, we agreed to accept $3.75 million in complete satisfaction of our claim under the
policy. The funds were paid to us in August 2001.

As further discussed in Item 3. Legal Proceedings, the EPA and the FBI executed a search warrant at the Detroit facility seeking
documentation relating to the facility's operations. During the fourth quarter of 2001, we established a reserve of $5.0 million for amounts
expected to be paid in connection with a possible settlement of this matter.

Reliance Insurance Company provided casualty insurance coverage for the Company. In October 2001, Reliance was declared
insolvent by the Insurance Commissioner of the State of Pennsylvania. As aresult, insurance coverage may not be available for any claims
or lawsuits that were not resolved prior to Reliance being placed into bankruptcy. During the fourth quarter of 2001, $3.5 million was
reserved for any claims or lawsuits that were not resolved prior to Reliance being placed into liquidation. See Item 3. Legal Proceedings.

During the fourth quarter of 2000, we approved the divestiture of several of our non-core operations and recorded special charges
0f$19.7 million related thereto. During 2001, certain operations were sold and additional losses of $1.7 million were recognized as a result
of these sales. During the fourth quarter of 2001, the remaining assets classified as held for sale were further adjusted to fair value resulting
in a write-down of goodwill of approximately $6.3 million. In December 2001, senior management made the decision to assimilate the
remaining operations back into our core business.
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During the fourth quarter of 2001, certain fixed assets were written down at our San Antonio location for approximately
$0.5 million in accordance with Statement of Financial Accounting Standards ("SFAS") No. 121 "Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to be Disposed Of."

These special charges reduced net income by $5.5 million (net of taxes), or $0.33 per share. In addition, a tax benefit was realized
on a prior year special charge due to the release of the valuation allowance on prior year losses on the operations held for sale or closure
that are no longer held for sale. This benefit increased net income by $5.2 million, or $0.31 per share. As of December 31, 2001, $8.5
million of these special charges remained in accrued liabilities. See Notes 5 and 9 to our consolidated financial statements.

Resules of Operations
Years Ended December 31, 2001 and 2000

Revenues. Revenues for the year ended December 31, 2001 decreased $17.5 million, or 7.1%, from $247.8 million for the year
ended December 31, 2000 to $230.3 million for the year ended December 31, 2001. The Commercial Wastewater Division contributed
$169.0 million, or 68.2%, of 2000 revenues and $138.8 million, or 60.3%, of 2001 revenues. Collection and processing fees generated
$128.0 million, or 75.7%, and $113.6 million, or 81.8%, of the Commercial Wastewater Division's revenues for 2000 and 2001,
respectively. Revenues fromcollection and processing of waste decreased $14.4 million, or 11.3%, due primarily to the sales of the Allison
facility and part of the Northeast operations, and a decline in our biosolids business in New York and our emergency response business
in San Antonio. In addition, fiscal year 2000 benefitted fromrevenues generated from a major oil spill project. By-product sales generated
the remaining $41.0 million, or 24.3%, and $25.2 million, or 18.2%, of the Commercial Wastewater Division's revenues for 2000 and 2001,
respectively. Revenues from the sale of by-products decreased $15.8 million, or 35.8%, primarily due to lower brokered ethanol sales.
As of December 31, 2001, we have essentially exited the business of brokering ethanol produced by third parties.

The Industrial Wastewater Division contributed $57.1 million, or 23.0%, of 2000 revenues and $64.4 million, or 28.0%, of 2001
revenues. Collection and processing fees generated $52.2 million, or 91.4%, and $58.4 million, or 90.7%, of the Industrial Wastewater
Division’s revenues for 2000 and 2001, respectively. Revenues from the collection and processing of waste increased $6.2 million, or
11.9%, due primarily to improved performance at our Detroit facility. By-product sales generated the remaining $4.9 million, or 8.6%,
and $6.0 million, or 9.3%, of the Industrial Wastewater Division’s revenues for 2000 and 2001, respectively.

The Oilfield Waste Division contributed $21.7 million, or 8.8%, 02000 revenues and $27.1 million, or 11.7%, 0f 2001 revenues.
The Qilfield Waste Division’s revenues increased $5.4 million, or 24.9%, due primarily to increased on-shore drilling activity. Drilling
activity in the Gulf Coast region has decreased during the past twelve months and our disposal agreement with Newpark Resources is
currently scheduled to terminate on June 30, 2002. Consequently, we currently estimate that the Oilfield Waste Division's revenues for
2002 will decrease by approximately $5.7 million, or 21.0%.

Operating Expenses. Operating expenses decreased $25.0 million, or 12.9%, from $193.7 million for the year ended
December 31, 2000 to $168.7 million for the year ended December 31, 2001. As a percentage of revenues, operating expenses decreased
from 78.2% in 2000 to 73.2% in 2001. This decrease resulted from lower brokered ethanol sales, which produced margins in the range
0f -2.0% to 2%. Operating improvements implemented at our Detroit and Texas facilities also contributed to this decrease, as well as our
Oilfield Division, which maintained its cost base with a significant revenue increase. Costs also improved due to an insurance accrual
adjustment for $1.4 million made at the end of the annual insurance year in August 2001. The year-end accrual exceeded our premiums,
claims filed and the balance reserved for claims incurred but not reported. In addition, during the fourth quarter of 2001, we agreed to
accept $1.1 million from one of our insurance carriers in settlement of property damage and business interruption claims made with respect
to losses suffered as a result of an incident at our Canadian facility in March 2000. This settlement constitutes a direct operating expense
reduction. We received $265,000 of the settlement amount during the third quarter of 2001. The remainder of the settlement amount was
received during the first quarter of 2002.

Depreciation and Amortization. Depreciation and amortization expenses decreased 31.7 million, or 8.9%, from $19.2 million
for the year ended December 31, 2000 to $17.5 million for the year ended December 31, 2001. This decrease was attributable primarily
to the discontinued recognition of depreciation and adjusted amortization expenses related to our operations held for sale. Had we not
classified any operations as held for sale, depreciation and amortization expenses for the year ended December 31, 2001 would have been
greater by $2.0 million. As a percentage of revenues, depreciation and amortization expenses decreased from 7.7% in 2000 to 7.6% in
2001.
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Selling, General and Administrative Expenses. Selling, general and administrative expenses decreased $6.7 million, or 20.2%,
from $33.2 million for the year ended December 31, 2000 to $26.4 million for the year ended December 31, 2001. As a percentage of
revenues, selling, general and administrative expenses decreased from 13.4% in 2000 to 11.5% in 2001. This improvement resulted
primarily from decreased legal fees and decreased bad debt expense. In addition, the 2000 fiscal year included significant severance
expenses associated with the resignation of a senior executive officer and the elimination of our market development department.

Interest and Other Expenses. Net interest and other expenses decreased $1.2 million, or 11.7%, from $10.3 million for the year

ended December 31, 2000 to $9.1 million for the year ended December 31, 2001. This decrease resulted from lower interest rates and
reduced borrowings.

Income Taxes. The benefit for income taxes decreased approximately $0.4 million, or 40%, from a benefit of $1.0 million in
2000 to a benefit of $0.6 million in 2001. This decrease was attributable to increased pretax book income. The effective benefit tax rate
for 2001 was 21.8%, compared to a benefit tax rate of 3.6% for 2000. The tax rate difference was due to the impact of the release of
valuation allowances on prior year book losses due to the realization of taxable income in 2001.

Years Ended December 31, 2000 and 1999

Revenues. Revenues for the year ended December 31, 2000 increased $16.0 million, or 6.9%, from $231.8 million for the year
ended December 31, 1999 to $247.8 million for the year ended December 31, 2000. The Commercial Wastewater Division contributed
$152.4 million, or 65.7%, of 1999 revenues and $169.0 million, or 68.2%, of 2000 revenues. Collection and processing fees generated
$122.3 million, or 80.2%, and $128.0 million, or 75.7%, of the Commercial Wastewater Division's revenues for 1999 and 2000,
respectively. Revenues from collection and processing of waste increased $5.7 million, or 4.7%, due primarily to additional revenues
generated from a major oil spill project. By-product sales generated the remaining $30.1 million, or 19.8%, and $41.0 million, or 24.3%,
of the Commercial Wastewater Division's revenues for 1999 and 2000, respectively. Revenues from the sale of by-products increased
$10.9 million, or 36.2%, primarily due to higher brokered ethanol sales.

The Industrial Wastewater Division contributed $60.9 million, or 26.3%, of 1999 revenues and $57.1 million, or 23.0%, 0f 2000
revenues. Collection and processing fees generated $55.9 million, or 91.8%, and $52.2 million, or 91.4%, of the Industrial Wastewater
Division’s revenues for 1999 and 2000, respectively. Revenues from collection and processing of waste decreased $3.7 million, or 6.6%,
due primarily to the temporary closing and subsequent recovery period at our Detroit facility. By-product sales generated the remaining
$5.0 mllion, or 8.2%, and $4.9 million, or 8.6%, of the Industrial Wastewater Division’s revenues for 1999 and 2000, respectively.

The Oilfield Waste Division contributed $18.5 million, or 8.0%, of 1999 revenues and $21.7 million, or 8.8%, of 2000 revenues.
The Oilfield Waste Division’s revenues increased $3.2 million, or 17.3%, due primarily to increased on-shore drilling activity.

Operating Expenses. Operating expenses increased $27.9 million, or 16.8%, from $165.8 million for the year ended December 31,
1999 to $193.7 million for the year ended December 31, 2000. As a percentage of revenues, operating expenses increased from 71.5%
mn 1999 to 78.2% in 2000. This increase was due primarily to normal fixed costs at our Detroit facility with a significant drop in revenues
due to the 1999 shut-down, and reduced margins on a major project in the Innovative Services Group of the Commercial Wastewater
Division compared to a similar project in 1999. In addition, a larger than expected portion of the Innovative Services business was
attributable to the brokerage of ethanol, which is a very low margin producer. This increase in operating expenses also reflects the
continued growth of the Commercial Wastewater Division, which has lower margins than the Oilfield Waste Division.

Depreciation and Amortization. Depreciation and amortization expenses increased $2.6 million, or 15.7%, from $16.6 million
for the year ended December 31, 1999 to $19.2 million for the year ended December 31, 2000. As a percentage of revenues, depreciation
and amortization expenses increased from 7.2% in 1999 to 7.7% in 2000. This increase was attributable primarily to the decrease in
revenues at our Detroit and Re-Claim Louisiana facilities without a proportionate decrease in depreciation and amortization expenses.

Selling, General and Administrative Fxpenses. Selling, general and administrative expenses increased $7.0 million, or 26.7%,
from $26.2 million for the year ended December 31, 1999 to $33.2 million for the year ended December 31, 2000. As a percentage of
revenues, selling, general and administrative expenses increased from 11.3% in 1999 to 13.4% in 2000. This increase resulted primarily
fromincreased legal fees, severance expenses associated with the resignation of a senior executive officer and the elimination of our market
development department. In addition, bad debt expense increased primarily at our Texas locations largely as a result of a single customer
who was the primary purchaser of grease from our Texas grease processing locations.
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Interest and Other Expenses. Net interest and other expenses increased $3.6 million, or 53.7%, from $6.7 million for the year
ended December 31, 1999 to $10.3 million for the year ended December 31, 2000. This increase resulted primarily from higher interest
rates and, to a lesser extent, increased borrowings used to fund our working capital needs.

Income Taxes. The provision for income taxes decreased approximately $3.6 million, or 136.5%, from $2.6 mullion in 1999 to
a benefit of $1.0 mullion in 2000 as a result of decreased taxable income. The effective tax rate for 1999 was 191.3%, compared to a
benefit rate of 3.6% for 2000. The tax rate difference was due to the impact of nondeductible expenses on taxable income.

Liguidity and Capitel Resources

Our capital requirements for continuing operations consist of our general working capital needs, scheduled principal payments
on our debt obligations and capital leases, and planned capital expenditures. Qur capital resources consist of cash reserves, cash generated
from operations and funds available under our revolving credit facility. We expect that these resources will be sufficient to fund continuing
operations through March 2003; however, there can be no assurance that additional capital will not be required sooner for our ongoing
operations.

During the first quarter of 2002, our revolving credit facility was amended to, among other things, extend the maturity date to
June 15, 2002. In addition, on March 28, 2002, the terms of the credit facility were amended to, among other things, extend the maturity
date to April 15, 2003 and increase the interest rates payable under the credit facility. By April 15, 2003, we must either once again extend
the term of our existing credit facility or obtain an alternative source of financing. There can be no assurance that we will be able to obtain
such an extension or alternative financing when required.

Operating Cash Flows

Cash flows from operations were $10.0 million and $24.4 million for the years ended December 31, 2000 and 2001, respectively.
This increase in operating cash flows was due in part to increased net income, collections on accounts receivable and decreased prepaid
expenses and other current assets. This increase was partially offset by decreased accounts payable. We had net working capital of
$6.6 million at December 31, 2001, compared to net working capital of $11.1 million at December 31, 2000. This decrease resulted
primarily from the reclassification of operations held for sale. At December 31, 2000, all asset and liability accounts for the operations
classified as held for sale were recorded as a current asset or liability in a separate line item, respectively. However, at December 31, 2001,
because the remaining assets previously held for sale have been assimilated back into our business, the asset and liability accounts were
recorded in their original respective account categories. The significant fluctuation was due primarily to property, plant and equipment
and goodwill classified as current assets at December 31, 2000 and as long-term assets at December 31, 2001. This decrease was partially
offset by the classification of all of the debt under our revolving credit facility as long-term. In the prior year, $20.7 million of our credit
facility was classified as short-term as it represented payments of our expected proceeds from operations held for sale, the receipt of which
required concurrent payments on the credit facility.

QOur allowance for bad debts increased $23,000, or 2.1%, from $1.07 million for the year ended December 31, 2000 to
$1.09 million for the year ended December 31, 2001.

At December 31, 2001, we had a $6.9 million reserve to provide for the cost of future closures of facilities. The amount of this
unfunded reserve is based on the estimated total cost to close the facilities as calculated in accordance with the applicable regulations.
Regulatory agencies require us to post financial assurance to assure that all waste will be treated and the facilities closed appropriately. We
have in place a total of $11.0 million of financial assurance in the form of letters of credit and bonds to provide for the cost of future
closings of facilities. As of December 31,2001, we also had a $3.4 million unfunded reserve to provide for the costs to remediate soil and
groundwater contamination at our facility in East Palo Alto, California, and our share of the costs to remediate drum reconditioning or
disposal sites previously used by our subsidiaries. In 2002, we expect to pay approximately $0.5 million of remediation reserves.

Many of our customers require us to post performance bonds or letters of credit to secure performance. Those bonds and letters
of credit guarantee the customer that we will perform under the terms of a contract and that we will pay subcontractors and vendors. In
the event that we fail to perform under a contract or pay subcontractors and vendors, the customer may demand the surety or bank to pay
or perform under our bond or letter of credit. Our relationship with our sureties is such that we will indemnify a surety for any expenses
it incurs in connection with any of the bonds it issues on our behalf. To date, we have not incurred significant expenses to indemnify a
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surety for expenses it incurred on our behalf. As described above, we are also required to provide financial assurance for the final closure
and post-closure obligations with respect to our permitted facilities. We establish financial assurance in different ways, depending on the
jurisdiction, including letters of credit from third parties, surety bonds, trust agreements and traditional insurance. To date, we have not
experienced unusual difficulty in obtaining financial assurance for our operations. However, continued availability of letters of credit, surety
bonds and insurance policies in sufficient amounts at acceptable rates is a vital aspect of our ongoing operations. Financial assurance is
generally a requirement for obtaining or retaining operating permits. Additionally, our continued access to casualty and pollution legal
liability insurance with sufficient limits at acceptable terms is an important aspect of obtaining revenue-producing waste service contracts.
We also maintain a collateral bond to secure our obligation to reimburse our insurance carrier for uninsured deductibles it pays under our
employee group health plan.

2002 operating cash flows from continuing operations are anticipated to be approximately $11.3 million. This amount is net of
all projected interest costs and expected payments on special charge reserves. Operating cash flow will be a primary source of funding our
capital budget in 2002. Any remaining amounts will be used to reduce outstanding debts. Projected interest costs have been calculated
using the higher interest rates agreed to in connection with the March 28, 2002 amendment of our revolving credit facility. In addition,
our projected interest costs assume a two percent increase in the prime rate and the London Interbank Offered Rate ("LIBOR") over the
course of the year. Projected payments on special charge reserves assume that all amounts reserved for amounts expected to be paid in
connection with a possible settlement of the investigation of our Detroit facility and estimated losses resulting from the insolvency of one
of our primary insurers will be paid in 2002, although the exact amounts and payment dates for these liabilities is unknown at this time.

Investing Activities

Capital expenditures made during 2001 for our continuing operations were $10.5 million. The majority of the capital expenditures
were for plant expansions, equipment and vehicle upgrades. Capital expenditures for our continuing operations for 2002 are estimated at
approximately $11.4 million. Approximately $6.3 million of this amount is scheduled to be invested in the Commercial Wastewater
Division for vehicles and plant expansions. Approximately $3.0 million is scheduled to be invested in the Industrial Wastewater Division
for plant improvements and expansion and equipment. Appreximately $1.4 million is budgeted for equipment and injection wells for the
Qilfield Waste Division. The remaining $0.7 million will be used for software and computer upgrades at our corporate headquarters. In
the event that all special charge reserves are required to be paid in 2002, as projected in "- Operating Cash Flows," we would anticipate
reducing capital expenditures below the levels described above.

In certain of our acquisitions, we agreed to pay additional consideration to the owners of the acquired business if the future pre-tax
earnings of the acquired business exceed certain negotiated levels or other specified events occur. To the extent that any contingent
consideration is required to be paid in connection with an acquisition, we anticipate that the related incremental cash flows of the acquired
business will be sufficient to pay the cash component of the contingent consideration. There were no such payments made in 2001. During
2002, the former owners of a business that we acquired in 1998 are entitled to receive additional consideration totaling $2.7 million if the
acquired business satisfies certain targeted performance levels. Management does not expect the acquired business to meet these targets
and, therefore, we do not anticipate paying any such amounts in 2002.
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Financing Activities

AtDecember 31, 2001, approximately $2.9 million of principal payments on debt obligations were payable during the next twelve
months. These payments are expected to be funded from operating cash flows and from borrowings against our revolving credit facility.

Our future contractual obligations include:

Payments Due by Period
(In thousands)
Less than
Contractual Obligations 1 year 2003 2004 2005 2006 Thereafter Total
Debt and Capital Lease
Obligations . ........ $ 2,801 $86,315 $ 968 $ 430 § 424 $ 1,000 $92,028
Operating Lease
Obligations . ........ $ 3,726 $ 3,036 $2,518 $2,168 $1911 $ 9,267 $22,626
Closure and Remediation
Reserves ........... $ 465 $ 349 § 455 $ 305 $ 204 $ 8,535 $10,313
Our other commercial commitments expire as follows:
Amount of Commitment Expiration Per Period
(In thousands)
Other Commercial Less than ‘
Commitments 1 year 2003 2004 2005 2006 Thereafter Total
Standby Letters
of Credit ........... $ 3,750 S - 3 -- $ -- $ -- $ 250 $ 4,000
Performance Bonds ... $13,275 $ 743 $§ 10 $ - 3 - $§ - $14,028
Collateral Bond ...... $ 2,450 $ - $ - $ - 3 -- 5 - $ 2,450

We have a revolving credit facility with a group of banks under which we may borrow to fund working capital requirements.
Amounts outstanding under the credit facility are secured by a lien on substantially all of our assets. The credit facility contains

affirmative, negative and subjective covenants, prohibits the payment of dividends and requires us to comply with certain financial ‘
covenants.

Our 2001 fourth quarter results caused us to be out of compliance with certain of the financial covenants of the credit facility.
During the first quarter of 2002, the terms of the credit facility were amended to, among other things, extend the maturity date to June 15,
2002, reduce the amount of the credit facility from $111.25 million to $99.7 million, increase the interest rates payable under the credit
facility, and waive our noncompliance with and modify the terms of certain of our financial covenants. In addition, on March 28, 2002,
the terms of the credit facility were amended to, among other things, extend the maturity date to April 15, 2003 and increase the interest
rates payable under the credit facility. In connection with the March 28, 2002 amendment, we also agreed that the amount of the credit
facility will be permanently reduced by $250,000 on each of June 30, 2002 and September 30, 2002 and will be further reduced by
$4.6 million on December 31, 2002 and $2.1 million on March 31, 2003. Furthermore, the amount of the credit facility will be permanently
reduced by an amount equal to one hundred percent of the net cash proceeds received from any sale of assets not in the ordinary course
of business, any issuance of equity (other than any equity issued under the employee stock purchase plan) or the issuance of certain debt.
The terms of our credit facility significantly limit our ability to enter into leases or new debts outside the facility. The capital expenditures
budgeted for 2002 are less than the capital expenditures permitted by the credit facility.

As aresult of our lenders' agreement to extend the maturity date of our credit facility to April 15, 2003, the outstanding balance
under the credit facility has been classified as long-term as of December 31, 2001. Prior to the maturity of the credit facility, we must either
extend the term of the credit facility or obtain an alternative source of financing.
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The debt outstanding under the revolving credit facility may be accelerated by the lenders if, among other things, a change in
control of the Company occurs or Michael P. Lawlor or Earl J. Blackwell ceases to serve as an executive officer of the Company and is
not replaced within sixty days by an individual reasonably satisfactory to the lenders. AtMarch 15,2002, we had borrowed approximately
$88.0 million under the credit facility. Advances under the credit facility bear interest, at our option, at the prime rate or LIBOR, in each
case, plus a margin which is calculated quarterly based upon our ratio of indebtedness to cash flows. As of March 15, 2002, amounts
outstanding under the credit facility were accruing interest at approximately 7.6% per year. This rate is expected to increase to 10.3% in
April 2002 as a result of the March 28, 2002 amendment to the credit facility.

During 1999, we had a $10.0 million credit facility with BankBoston, N.A. under which we were able to borrow funds to purchase
equipment. The commitment for this facility expired on December 31, 1999, at which time we had borrowed approximately $2.5 million.
This amount is being repaid in 60 monthly installments of principal and interest at 8.4%.

Operations Held for Sale

During the fourth quarter of 2000, our Board of Directors voted to sell certain non-core operations of the Commercial Wastewater
Division. The types of liquid waste managed at these facilities included industrial wastewaters, biosolids and grease and grit trap waste.
As of December 31, 2000 and during 2001, the carrying value of these assets was written down to the fair value thereof less estimated costs
to sell. In determining fair value, we considered, among other things, the range of preliminary purchase prices discussed with potential
buyers. In December 2001, senior management made the decision to assimilate the remaining operations back into our core business.
See Note 5 to our consolidated financial statements.

New Accounting Pronouncements

InJune 1998, the Financial Accounting Standards Board ("FASB") issued SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities." In June 1999, the FASRB issued SFAS No. 137, which amended the effective adoption date of SFAS No. 133.
This statement establishes accounting and reporting standards for derivative instruments, including derivative instruments embedded in
other contracts, and for hedging activities. We adopted SFAS No. 133 as amended on January 1, 2001. Adoption of this statement did
not have a material impact on our financial position or results of operations as we have not engaged or entered into any arrangements
usually associated with derivative instruments historically or during the year ended December 31, 2001.

In July 2001, the FASB issued SFAS No. 141, "Business Combinations," and No. 142, "Goodwill and Other Intangible Assets."
The statements eliminate the pooling-of-interests method of accounting for business combinations and require that goodwill and certain
intangible assets not be amortized. Instead, these assets will be reviewed for impairment annually and when there is reason to suspect that
their value has been diminished or impaired. Any related losses will be recognized in earnings when incurred. The statements will be
effective for the Company as of January 1, 2002 for existing goodwill and intangible assets and for business combinations completed after
June 30, 2001. The adoption of SFAS No. 142 will eliminate annual amortization expense related to goodwill by approximately
$4.9 million in future periods. In connection with the adoption of SFAS No. 142, on January 1, 2002, we have estimated an impairment
of $91.0 million.

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations," that addresses the financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and associated costs. SFAS No. 143
requires that the fair value of a liability for an asset retirement obligation be recognized in the period in which it is incurred if a reasonable
estimate of the fair value can be made. The associated asset retirement costs are capitalized as part of the carrying amount of the long-lived
asset. The provisions of SFAS No. 143 are effective for fiscal years beginning after June 15, 2002. We are considering the provisions of
SFAS No. 143 and at present have not determined the impact of adopting SFAS No. 143.

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment of Disposal of Long-Lived Assets," that
addresses financial accounting and reporting for the impairment of disposal of long-lived assets. SFAS No. 144 requires that one
accounting model be used for long-lived assets to be disposed of by sale and broadens the presentation of discontinued operations to include
more disposal transactions. We adopted SFAS No. 144 on January 1, 2002. Adoption of this statement did not have a material impact
on our financial position or results of operations.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Our financial instruments include cash and cash equivalents, accounts receivable, accounts payable, notes and capital leases
payable, and debt obligations. The book value of cash and cash equivalents, accounts receivable, accounts payable and short-term notes
payable are considered to be representative of fair value because of the short maturity of these instruments. We estimate that the fair value
of all of our debt obligations approximates $92.0 nullion as of December 31, 2001.

We do not utilize financial instruments for trading purposes and we do not hold any derivative financial instruments that could
expose us to significant market risk. Our exposure to market risk for changes in interest rates relates primarily to our obligations under
our revolving credit facility. As of December 31, 2001 and March 15, 2002, $85.0 million and $88.0 million had been borrowed under
the revolving credit facility, respectively. As of December 31,2001 and March 15,2002, $1.5 million and $1.4 million had been borrowed
under the equipment credit facility, respectively. As of March 15, 2002, amounts outstanding under the revolving credit facility were
accruing interest at approximately 7.6% per year and amounts outstanding under the equipment credit facility were accruing interest at
approximately 8.4% per year. A ten percent increase in short-term interest rates on the variable rate debts outstanding as of March 15,2002

would approximate 19 basis points. Such an increase in interest rates would increase our annual interest expense by approximately
$165,000 assuming the amount of debt outstanding remains constant.

The above sensitivity analysis for interest rate risk excludes accounts receivable, accounts payable and accrued liabilities because
of the short-term maturity of such instruments. The analysis does not consider the effect this movement may have on other variables
including changes in revenue volumes that could be indirectly attributed to changes in interest rates. The actions that management would
take in response to such a change are also not considered. Ifit were possible to quantify this impact, the results could well be different than
the sensitivity effects shown above.

Item 8. Financial Statements and Supplementary Data

The financial statements and supplementary data required by this item are included in this report beginning on page F-1.
Item 8. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

PART III
Item 10. Directors and Executive Officers of the Registrant

Incorporated by reference from the Proxy Statement for the Annual Meeting of Stockholders to be held on May 14, 2002.
Item 11. Executive Compensation

Incorporated by reference from the Proxy Statement for the Annual Meeting of Stockholders to be held on May 14, 2002.

Item 12. Security Ownership of Certain Beneficial Owners and Management

Incorporated by reference from the Proxy Statement for the Annual Meeting of Stockholders to be held on May 14, 2002.

Item 13. Certain Relationships and Related Transactions

Incorporated by reference from the Proxy Statement for the Annual Meeting of Stockholders to be held on May 14, 2002.

30




PART IV
Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) Financial Statements are filed as part of this report:
See Index to Financial Statements on Page F-1 of this Report.

All schedules for which provision is made in the applicable accounting regulations of the Commission are not required under the
related instructions, are inapplicable, or the information is included in the consolidated financial statements, and therefore have
been omitted.

(b) Reports on Form 8-K
No reports on Form 8-K were filed during the fourth quarter of 2001.
{c) Exhibits:

Exhibit
No. Description

3.1 --  Second Amended and Restated Certificate of Incorporation of U S Liquids Inc. (Exhibit 3.1 of the U S
Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065), effective August 19, 1997, is
hereby incorporated by reference).

3.2 --  Second Amended and Restated Bylaws of U S Liquids Inc. (Exhibit 99.1 to the Form 8-K filed on
March 2, 2001 is hereby incorporated by reference).

4.1 --  Form of Certificate Evidencing Ownership of Common Stock of U S Liquids Inc. (Exhibit 4.1 of the
U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065), effective August 19, 1997,
is hereby incorporated by reference).

4.2 -~ Second Amended and Restated Credit Agreement, dated February 3, 1999, among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.
{Exhibit 4.2 of the U S Liquids Inc. Registration Statement on Form S-3 (File No. 333-72403),
effective March 11, 1999, is hereby incorporated by reference).

43 -~ First Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.
(Exhibit 4.3 of the Form 10-K for the year ended December 31, 1999 is hereby incorporated by
reference).

44 --  Second Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.
(Exhibit 4.4 of the Form 10-K for the year ended December 31, 1999 is hereby incorporated by
reference).

4.5 - Third Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.
{Exhibit 4.7 of the Form 10-Q for the quarter ended June 30, 2000 is hereby incorporated by
reference).

4.6 --  Fourth Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.
(Exhibit 4.6 of the Form 10-K for the year ended December 31, 2000 is hereby incorporated by
reference).
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4.7

+4.8

+4.9

+4.10

4.11

4.12

**10.1

10.2

10.3

104

10.5

10.6

10.7

10.8

10.9

Fifth Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.
(Exhibit 4.9 of the Form 10-Q for the quarter ended September 30, 2001 is hereby incorporated by
reference). ’

Sixth Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.

Seventh Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.

Eighth Amendment to Second Amended and Restated Credit Agreement among U S Liquids Inc.,
various financial institutions and Bank of America National Trust and Savings Association, as Agent.

Security Agreement, dated December 17, 1997, executed by U S Liquids Inc. and its subsidiaries in
favor of Bank of America National Trust and Savings Association. (Exhibit 4.6 of the Form 10-K for
the year ended December 31, 1997 is hereby incorporated by reference).

Company Pledge Agreement, dated December 17, 1997, executed by U S Liquids Inc. in favor of
Bank of America National Trust and Savings Association. (Exhibit 4.7 of the Form 10-K for the year
ended December 31, 1997 is hereby incorporated by reference).

Asset Purchase Agreement, dated December 2, 1996, among U S Liquids Inc., Sanifill, Inc. and certain
affiliates of Sanifill, Inc. (Exhibit 10.1 of the U S Liquids Inc. Registration Statement on Form S-1
(File No. 333-30065), effective August 19, 1997, is hereby incorporated by reference).

Seller Noncompetition Agreement, dated December 13, 1996, between U S Liquids Inc. and Sanifill,
Inc. (Exhibit 10.2 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065),
effective August 19, 1997, is hereby incorporated by reference).

Buyer Noncompetition Agreement, dated December 13, 1996, between Sanifill, Inc. and U S Liquids
Inc. (Exhibit 10.3 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065),
effective August 19, 1997, is hereby incorporated by reference).

Estoppel and Waiver Agreement, dated April 10, 1998, between U S Liquids Inc. and Sanifill, Inc.
(Exhibit 10.59 of U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-52121), effective
June 4, 1998, is hereby incorporated by reference).

Settlement of Arbitration and Release between U S Liquids Inc. and Newpark Resources, Inc. (Exhibit
99.1 to the Form 8-K filed on September 25, 1998 is hereby incorporated by reference).

Payment Agreement, dated December 31, 1998 among U S Liquids Inc., Newpark Resources, Inc.,
and Newpark Environmental Services, Inc. (Exhibit 10.4 of U S Liquids Inc. Registration Statement
on Form S-3 (File No. 333-72403), effective March 11, 1999, is hereby incorporated by reference).

Option Agreement, dated December 31, 1998, among U S Liquids Inc., Newpark Resources, Inc. and
Newpark Environmental Services, Inc. (Exhibit 10.5 of U S Liquids Inc. Registration Statement on
Form S-3 (File No. 333-72403), effective March 11, 1999, is hereby incorporated by reference).

Amendment to Option Agreement, dated January 10, 2000, among U S Liquids Inc., Newpark
Resources, Inc. and Newpark Environmental Services, Inc. (Exhibit 10.8 of the Form 10-K for the
year ended December 31, 1999 is hereby incorporated by reference).

Miscellaneous Agreement, dated September 16, 1998, between Newpark Resources, Inc. and U S
Liquids Inc. (Exhibit 99.4 to the Form 8-X filed on September 25, 1998 is hereby incorporated by
reference).
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*10.10

10.11

10.12

10.13

10.14

10.15

*10.16

*10.17

*10.18

**10.19

*10.20

10.21

10.22

10.23

Employment Agreement, dated September 1, 1999, between U S Liquids Inc. and Steven J. Read, as
amended. (Exhibit 10.10 of the Form 10-K for the year ended December 31, 2000 is hereby
incorporated by reference).

Form of Nonqualified Stock Option Agreement between U S Liquids Inc. and certain individuals
(Exhibit 10.11 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065),
effective August 19, 1997, is hereby incorporated by reference).

U S Liquids Inc. Amended and Restated Stock Option Plan (Exhibit 10.12 of the U S Liquids Inc.
Registration Statement on Form S-1 (File No. 333-30065), effective August 19, 1997, is hereby
incorporated by reference).

U S Liquids Inc. Directors’ Stock Option Plan (Exhibit 10.13 of the U S Liquids Inc. Registration
Statement on Form S-1 (File No. 333-30065), effective August 19, 1997, is hereby incorporated by
reference).

Form of Grant of Incentive Stock Option Agreement (Exhibit 10.14 of the U S Liquids Inc.
Registration Statement on Form S-1 (File No. 333-30065), effective August 19, 1997, is hereby
incorporated by reference).

Agreement, dated November 15, 2000, between U S Liquids Inc. and W. Gregory Orr. (Exhibit 99.2
to the Form 8-K filed on November 21, 2000, is hereby incorporated by reference).

Employment Agreement, dated February 13, 1998, between U S Liquids Inc. and Earl J. Blackwell.
(Exhibit 10.16 of the Form 10-K for the year ended December 31, 1997 is hereby incorporated by
reference).

Employment Agreement, dated September 1, 1999, between U S Liquids Inc. and Harry O. Nicodemus
IV, as amended. (Exhibit 10.17 of the Form 10-K for the year ended December 31, 2000 is hereby
incorporated by reference).

Stock Distribution Agreement, dated June 16, 1997, between U S Liquids Inc. and Earl J. Blackwell
(Exhibit 10.38 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065),
effective August 19, 1997, is hereby incorporated by reference).

Agreement for Purchase and Sale of Assets, dated April 21, 1998, among US Parallel Products of
California, Parallel Products of Kentucky, Inc., Parallel Products of Florida, Inc., Parallel Products,
DWA of Belvedere Company, The Estate of David W. Allen, David W. Allen Trust No. 1, Peter
Allen, Neal Koehler and Richard Eastman. (Exhibit 2.1 to the Form 8-K filed on May 6, 1998 is
hereby incorporated by reference).

Employment Agreement, dated July 2, 1997, between U S Liquids Inc. and Michael P. Lawlor (Exhibit
10.40 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065), effective
August 19, 1997, is hereby incorporated by reference).

Noncompetition Agreement of September 16, 1998 between U S Liquids Inc. and Newpark Resources,
Inc. (Exhibit 99.3 to the Form 8-K filed on September 25, 1998 is hereby incorporated by reference).

Warrant Agreement among U S Liquids Inc., Van Kasper & Company and Sanders Morris Mundy Inc.
(Exhibit 10.33 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-34875),
effective September 18, 1997, is hereby incorporated by reference).

Amendment No. 1 to Warrant Agreement, dated April 20, 1998, among U S Liquids Inc., Van Kasper
& Company and Sanders Morris Mundy Inc. (Exhibit 10.61 of U S Liquids Inc. Registration Statement
on Form S-1 (File No. 333-52121), effective June 4, 1998, is hereby incorporated by reference).
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10.24

10.25

*10.26

+*10.27

+21.1

+23.1

+99.1

+ Filed herewith
* Management Contract

Estoppel, Waiver and Amendment Agreement, dated June 16, 1997, between Sanifill, Inc. and U S
Liquids Inc. (Exhibit 10.27 of the U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-
30065), effective August 19, 1997, is hereby incorporated by reference).

Warrant, dated December 13, 1996, issued by U S Liquids Inc. to Sanifill, Inc. (Exhibit 10.31 of the
U S Liquids Inc. Registration Statement on Form S-1 (File No. 333-30065), effective August 19, 1997,
is hereby incorporated by reference).

"Employment Agreement, dated September 1, 1998, between U S Liquids Inc. and Gary J. Van

Rooyan, as amended. (Exhibit 10.26 of the Form 10-K for the year ended December 31, 2000 is
hereby incorporated by reference).

Employment Agreement, dated July 15, 2001, between U S Liquids Inc. and Jobn P. Miklich.
List of subsidiaries of U S Liquids Inc.
Consent of Arthur Andersen LLP.

Letter regarding representations from Arthur Andersen LLP.

** Schedules to this agreement will be furnished supplementally to the Commission upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

U S Liquids Inc.

Date: March 28, 2002 By: /s/Michael P. Lawlor
Michael P. Lawlor
Chairman of the Board and
Chief Executive Officer

Date: March 28, 2002 By: /s/Earl J. Blackwell
Earl J. Blackwell
Chief Financial Officer,
Senior Vice President and
Secretary

Date: March 28, 2002 By: /s/Harry O. Nicodemus, IV
Harry O. Nicodemus, IV
Vice President and
Chief Accounting Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the registrant and in the capacities and on the dates indicated.

Date: March 28, 2002 By: /s/Michael P. Lawlor
Michael P. Lawlor
Chairman of the Board of
Directors

Date: March 28, 2002 By: /s/William M. DeArman
William M. DeArman
Director

Date: March 28, 2002 . By: /s/James F. McEneaney, Jr.
James F. McEneaney, Jr.
Director

Date: March 28, 2002 Byv: /s/John N. Hatsopoulos
John N. Hatsopoulos
Director

Date: March 28, 2002 Byv:/s/Clayton K. Trier
Clayton K. Trier
Director

Date: March 28, 2002 Byv:/s/Alfred Tyler 2nd
Alfred Tyler 2nd
Director

Date: March 28, 2002 By:/s/John P. Miklich

John P. Miklich
Director
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REPQRT OF INDEPENDENT PUBLIC ACCOUNTANTS

To U S Liquids Inc.:

We have audited the accompanying consolidated balance sheets of U S Liquids Inc. (a Delaware corporation) and subsidiaries as of
December 31, 2000 and 2001, and the related consolidated statements of operations, stockholders’ equity and cash flows for each of the three
years in the period ended December 31, 2001. These consolidated financial statements are the responsibility of the Company’s management.

Qur responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement

presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position
of U S Liquids Inc. and subsidiaries as of December 31, 2000 and 2001, and the consolidated results of their operations and their cash flows

for each of the three years in the period ended December 31, 2001, in conformity with accounting principles generaily accepted in the United
States.

ARTHUR ANDERSEN LLP
Houston, Texas

February 25, 2002,
except for Note 21,

as to which the date is
March 28, 2002




US LIQUIDS INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

ASSETS
December 31,
2000 2001
CURRENT ASSETS:
Cash and cash €qUIVEIENES ., ............c...coocovmirvrerecee sttt s $ 2176 § 1,498
Accounts receivable, less allowances of $1,070 and $1,092, respectively.. ..o, 37,139 38,139
INVENTOTIES ..........ooviiieeieeeeesireeetsee st ir st bbbt ee st st e sttt st en s b s e s s b ion 2,254 2,485
Prepaid expenses and other CUITENT ASSELS. ..................cco..vveiuereessesenssrsessseeeseeeereses s osssesessees 14,941 8,648
Operations held fOr SAlE. ... ......ccocoiiiviiiiii e e era s sr s ses st enene 23,745 -
Total CUTTENE ASSELS...............ooveorveeesrcieesiereseeee s s sbeess s sees s sasbe st ss s saessaenes § 80,255 $ 50,770
PROPERTY, PLANT, AND EQUIPMENT, DET ...........ccccocoeueiverierrereeeeeresessneenssececeense s sssrsssaanes 108,246 109,838
INTANGIBLE ASSETS, DEL. ..ot tensesissossssse e ssnsessest s s sssessssssssssrasssssassssons 162,809 159,325
OTHER ASSETS, DNEL........c.ooiieeecee ettt s st ettt et a s s s s ssssn s sasaseen 867 943
TOALASSEIS | ... ...t e et b s s ees e s e s e s e a s atas $ 352,177 $ 320,876
LIABILITIES AND STOCKHOLDERS® EQUITY
CURRENT LIABILITIES:
Current maturities of long-term obHGAtIONS .. .............cc.ccovveveveeeiieeeere e sessee s sssessennes $ 22,993 $ 2,891
AccoUntS PAYADIE | | ...ttt en 17,579 14,253
Accrued expenses and other current Habilities, ..o 25,594 26,984
Operations held fOr SAlE ... .....c.....ccooovireeeescee oo sses s srssesssssassess s ssasenins 2,996 -
Total current HADILItIES ...............ccccovvvvcicreereereeestesteee et sae s ss s s st bnsaees $ 69,162 § 44,128
LONG-TERM OBLIGATIONS, net of current Maturities ..................c..coervereeruenieersresessseseessensennans 88,526 89,137
PROCESSING RESERVE, net of current portion. ...............c..ccooueveeerecionnesrenssseioessessensesssssesenes 5,445 4,702
CLOSURE AND REMEDIATION RESERVES, net of current portion, ...................cccoevvvevevevenenn. 10,834 9,848
OTHER LONG-TERM LIABILITIES ||| . oot eeseessissosssessssaseassasstsssonssmsssnssans 2,577 1,094
DEFERRED INCOME TAKES..............coooreeirecteciertse et essssessas tsns s sstessaessssssassssessesssenes 16,763 3,514
TOtAl HADIHTES ... ...........oooeieiieeirenietci ettt s e s s s s sss s s s s sssressrenes $ 187,307 § 152,423
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY:
Preferred stock, $0.01 par value, 5,000,000 shares authorized, none issued or outstanding. ........ $ - $ -
Common steck, $0.01 par value, 30,000,000 shares authorized, 15,818,729 and 16,031,815
shares issued and outstanding, TESPECHIVELY . .............ccovvvvereerereere et 158 160
Additional paid-in CapItal ..ottt 176,939 177,134
Retained defiCIt...............cco.ooooverescresece e ssesse s ss s ss s eses s ss e ssesnsaeees (12,204) : (8,818)
Accumulated other comprehensive loss — foreign currency translation adjustment .. ................ (23) (23)
Total StOCKNOIAErS” EQUILY ........coovveeeeeveeesirsieeesis s ersesrs s s sssns s $ 164,870 $ 168,453
Total liabilities and stockhOIders” €qUILY . ................cccoc..cmirrvemerccereseecees s esrssieessssisssenesens $ 352,177 $ 320,876

The accompanying notes are an integral part of these consolidated financial statements.




U S LIQUIDS INC.

CONSOLIDATED STATEMENTS OF OFPERATIONS
(In thousands, except per share data)

Years Ended December 31,

1599 2000 2001
REVENUES | .. oottt ss s st $ 231,783 $ 247,859 $ 230,312
OPERATING EXPENSES ...ttt 165,773 193,724 168,673
DEPRECIATION & AMORTIZATION .........cooooirierirrcnecrcnecesssesiosecsenneens 16,595 19,234 17,513
SELLING, GENERAL, AND ADMINISTRATIVE EXPENSES . ..., 26,242 33,162 26,440
SPECIAL CHARGES, N ..........coooooriereir s ssese st nsssssens 15,138 17,787 5,771
INCOME (LOSS) FROM OPERATIONS || . ..ot $ 8,035 $ (16,048) $ 11,915
INTEREST EXPENSE, DEU..............covrurirrreere s cnsesessssssiesssessssssnssssssescsssssssssnens 6,803 10,698 9,440
OTHER INCOME, DIEL........oocovuvecrmmmmmmssesssssssesenseesescessssssssssssssssssanmssssasssssssess s (129) (419) (304
INCOME (LOSS) BEFORE PROVISION (BENEFIT) FOR

INCOME TAKES |__...oooooosrermeenmssmsssesnesrsssssssssssssssssssesssessssssssasss s $ 1,361 $ (26,327) $ 2779
PROVISION (BENEFIT) FOR INCOME TAXES ..........cccoocovvmmireene JRS— 2,603 (959) (607)
NET INCOME (LOSS)......coorrereereeeriemsesnssissreessessssessesssessssssssssssssssssssssesssnnees $ (1,242) $ (25377 $ 3,386
|
|
Basic Earnings {Loss) per Common Share__ .. ........oooiiimiee oo, 5 (0.08) $ (1.61) $ 021
Diluted Earnings (Loss) per Common Share_ . ...............cccooreemmeeoreeeoreerere $§ (0.08) $ (1.61) $ 020
Weighted Average Common Shares Outstanding...................oocoooooo 15,324 15,798 15,988
Weighted Average Common and Common Equivalent Shares Outstanding, . ...... 15,324 15,798 16,728

The accompanying notes are an integral part of these consolidated financial statements.
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US LIQUIDS INC.

CONSOLIDATED STATEMENTS QF STOCKHOLDERS’ EQUITY

BALANCE, December 31, 1998

Common stock issued in secondary public offering, net of offering

costs
Common stock issued in acquisitions
Common stock options and warrants exercised
Repurchase and cancellation of common stock
Comprehensive Loss:
Foreign currency translation adjustment
Net loss
Total
BALANCE, December 31, 1999
Common stock issued in acquisitions
Common stock options exercised and employee stock purchases
Comprehensive Loss:
Foreign currency translation adjustment
Net loss
Total

BALANCE, December 31, 2000

Common stock options exercised and employee stock purchases
Comprehensive Income:

Net income

Total

BALANCE, December 31, 2001

{In thousands)
Accumulated
Additional Other Total
Comprehensive Common Stock Poid-In Comprehensive Retoined Stockholders’
Income (ILoss) Shares Amount Capital Loss Eormings Equity
12,498 $ 125 $110,404 $ - $ 14,415 $124,944
- 2,875 29 56,463 - - 56,492
- 636 6 12,846 - - 12,852
- 158 2 142 - - 144
- (386) “) (2,996) - - (3,000)
42) - - - (42) - (42)
(1,242) - - - - (1,242) (1,242)
$ (1,284)
15,781 $§ 158 $176,859 $ @ $ 13,173 $190,148
- 22 - 75 - - 75
- 16 - 5 - - s
19 - - - 19 - 19
(25377) - . - - (25377) (25,377)
$(25,358)
15,819 $ 158 $176,939 $ (23)  $(12,204) $ 164,870
- 213 2 195 - - 197
3,386 - - - - 3,386 3,386
$ 3,386
16,032 $ 160 $177,134 $ (23) $ (8,818) $ 168,453

The accompanying notes are an integral part of these consolidated financial statements.




US LIQUIDS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Years Ended December 31,
1999 2000 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
NEEINCOME (0S5) ........o.ooooeee e veeseceesereee e eesssssssssssssss s sesssssesessssssasanss oo $ (1,242) $(25377) $ 3386
Adjustments to reconcile net income (loss) to net cash provided by
operating activities:
Depreciation and amortization ................cccccevoemuerisrinneieness s ssesssensens 16,595 19,234 17,513
Asset write downs and impairments - - 6,793
Net (gain) loss on sale of property, plant and eqmpment 122 8 (129)
Deferred income tax provision (Benefit) ..................ccoovvivemmrrvovmsercronsnsnsessenscsiessnnessenenss (340) 2,203 (1.451)
Changes in operating assets and liabilities, net of amounts acquired:
Accounts Teceivable, MEL, ... ...t sese st (4,196) (3,939 2,229
Inventories (745) 224) (65)
Prepaid expenses and other current assets, (2,426) (1,045) 2,003
Intangible assets (785) (1,248) (1,134)
ORET @SSEIS...........covvoeoeveeeecenrssssesssene s seseses st serass s sss e ess s e resren (778) 1,365 (178)
Accounts payable, accrued liabilities, and other current liabilities ()] 353 (3,106)
Closure, remediation and ProCesSiNg TESETVES ..............umriemmmereessnsomresmasseressmosissasenes (3,193) (%15) (1,724)
Contract reserve and other long-term liabilities . - (10,314) (1,519)
Operations held for sale, net . - 29,876 1,814
Net cash provided by operatmg act1v1t1es $ 301 § 9977 $ 24,432
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property, plant, and equipment et eeeetoet e e s eas e s s tar e taeensaetsararearantas $(17,223) $(19,192) $(10,510)
Proceeds from sale of property, plant, and eqmpmem ......................................................... 1,688 973 1,072
Proceeds from sale Of BUSINESSES ...............ccoovmrvvconssrueesnrnnsiainnissnsssensssssinsassssssssssssasesssssssanes - - 3,947
Cash paid for acquisitions and subsequent purchase adjustments, net (69,177) 14 )
Net cash used in investing aCtiVItES . _..............ccooooovomiceeoeiserstses e oareesense $(84,712) $(18,205) $_(5,555)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of long-term obligations , . $ 96,270 $ 36,975 $ 83860
Principal payments on long-term obligations ...................... (68,050) (29,993) (28,612)
Repurchase and cancellation of common stock (3,000) - - ‘
Proceeds from additional public offering of common stock, net of offering costs . .......... 56,492 - - ‘
Proceeds from exercise of stock options and employee stock purchase plan 144 5 197 j
Net cash provided by (used in) financing activities ..., $ 81,856 $ 6,987 $(19,555) ‘
EFFECT OF FOREIGN CURRENCY TRANSLATION ON CASH
AND CASH EQUIVALENTS . .....cooivomiimrers s s sssass s ssss s s ssasensossnns $ @2 $ 19 $ -
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ... $ 113 $ (1,222) $ (678)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 3,285 3,398 2,176
CASH AND CASH EQUIVALENTS ATENDOFPERIOD . ..o, $ 3,398 $ 2,176 $ 1,498
SUPPLEMENTAL DISCLOSURES:
Cash Paid fOF IMMETESE . ..........c.....corercueeereieerecreceesssersesesssasens s sssssas s sss s ses e sseressstos $ 6870 $ 10,639 § 8747
Cash paid (received) for income taxes 5,786 (3,884) (4,098)

Assets acquired under capital leases ... ... 2,723 426 -
Liabilities issued and assumed related to acquisitions 12,852 257 -
Common stock, warrants, and options issued for acquisitions 8,293 75 -

The accompanying notes are an integral part of these consolidated financial statements.
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U S LIQUIDS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BUSINESS AND ORGANIZATION:

U S Liquids Inc. and subsidiaries (collectively “U S Liquids” or the “Company”) was founded November 18, 1996, and is a leading
provider of services for the collection, processing, recovery and disposal of liquid waste in North America. On December 13, 1996, the
Company acquired its Cilfield Waste Division from Sanifill, Inc. through a transaction accounted for as a purchase. The Qilfield Waste
Division treats and disposes of oilfield waste generated in oil and gas expioration and production. In June 1997, the Company formed the
basis of its Wastewater Division by acquiring additional companies. These acquisitions were accounted for under the pooling-of-interests
method of accounting. The Wastewater Division collects, processes and disposes of liquid waste and recovers by-products from these waste
streams. During 1998 and 1999, the Company continued acquiring companies, principally for the Wastewater Division. On July 1, 1999, the
Company created a third division, known as the Industrial Wastewater Division, and changed the name of the Wastewater Division to the
Commercial Wastewater Division. The Industrial Wastewater Division derives revenues from fees charged for the collection, processing and
disposal of hazardous and nonhazardous liquid wastes, while the Commercial Wastewater Division handles only nonhazardous liquid wastes.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Basis of Presentation

The consolidated financial statements include the accounts of the Company after elimination of all significant intercompany accounts
and transactions.

Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting pericd. Actual resuits could differ materially from those estimates. Significant estimates made by
management include operations held for sale, the allowance for doubtfizl accounts, the valuation allowance against deferred income tax assets,
self-insurance, processing reserves and reserves for the closure and remediation of facilities.

Risk Factors

Risk factors of the Company include, but are not limited to, compliance with governmentzi and environmental regulations, potential
environmental liability and capital and financing availability.

Cash and Cash Equivalents
All highly liquid investments with an original maturity of three months or less are classified as cash equivalents.
Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash and cash
equivalents and accounts receivable. The Company places its cash and cash equivalents with high quality financial institutions and limits the
amount of credit exposure with any one institution. Concentrations of credit risk with respect to accounts receivable are limited because a
large number of geographically diverse customers comprise the Company’s customer base, thus spreading the trade credit risk. At December
31, 2000 and 2001, no single group or customer represented greater than 10% of total accounts receivable. The Company controls credit risk
through credit evaluations, credit limits, and monitoring procedures.

Allowance for Doubtful Accounts

The Company extends credit to customers and other parties in the normal course of business. Management regularly reviews
outstanding accounts receivables, and provides for estimated losses through an allowance for doubtful accounts. In evaluating the level of
established reserves, management makes judgements regarding the parties’ ability to make required payments, economic events, and other




U'S LIQUIDS INC.

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS (Centinued)

factors. As the financial condition of these parties change, circumstances develop or additional information becomes available, adjustments to
the allowance for doubtful accounts may be required. Management performs ongoing credit analyses of the accounts of its customers and
provides allowances as deemed necessary. The activity in the allowance for doubtful accounts is as follows (in thousands):

Beginning
Balance at Balance of  Operations Write-OfTfs, Balance at
Beginning Purchased Held for Charged to net of End of
of Pertod Companies Sale Expense Recoveries Period
Year ended December 31,1999.......c.coviiiiinninnn $1,677 742 - 2,923 (2,279) $3,063
Year ended December 31,2000...................... $ 3,063 - (71) 3,130 (5,052) $1,070
Year ended December 31,2001......................o.... $1,070 - 71 1,631 (1,680) $1,092

Inventories

Inventories are stated at the lower of cost or market and, at December 31, 2000 and 2001, consisted of processed by-products of
$1,589,000 and $1,069,000, respeciively, and unprocessed by-products of $665,000 and $1,416,000, respectively. Cost is determined using
the first-in, first-out (FIFO) method.

Operations Held for Sale

In December 2000, the Company approved the divestiture of several of its non-core operations. The businesses that the Company
was marketing for sale and the portfolic of real estate that the Company determined were surplus and was marketing for sale, were classified as
operations held for sale. The carrying values of these assets were wriiten down to estimated fair value, less costs to sell. These charges were
based on estimates and certain contingencies that could materizlly differ from actual results and resolution of any such contingencies. In
December 2001, senior management made the decision to assimilate the remaiﬁing unsold operations back into the Company’s core business.
See further discussion in Notes 3 and 5.

Property, Plant, and Equipment

Property, plant and equipment are recorded at cost. Improvements or betterments which significantly extend the life of an asset are
capitalized. Expenditures for maintenance and repair costs are charged to expense as incurred. The cost of assets retired or otherwise
disposed of and the related accumulated depreciation are eliminated from the accounts in the year of disposal. Gains and losses resulting from
property disposals are included in other income or expense. Depreciation is computed using the straight-line method. The Company
pericdically reviews its property, plant and equipment for possible impairment, which is calculated based on the undiscounted cash flows to be
generated from the applicable asset, whenever events or changes in circumstances might indicate that the carrying amount of an asset may not
be recoverable. See Note 3 for discussions relating to the write-down of property, plant and equipment in December 2000 as a result of the
closure of the Re-Claim Louisiana facility and for the write-down of fixed assets at the Company’s San Antonio location in December 2001.

Intangible Assets

Intangible assets consist primarily of the excess of cost over net assets of acquired businesses (goodwill), permits and noncompete
agreements. The Company evaluates the useful life of goodwill for each acquisition, which is amortized on a straight-line basis over forty
years. Management periodically evaluates recorded goodwill balances, net of accumulated amortization, for impairment by comparing the
projected future undiscounted cash flows generated by the operations associated with the goodwill to the carrying amount of the goodwill. See
Note 3 for discussion relating to the write-down of intangible and other assets in December 2000 as a result of the closure of the Re-Claim
Louisiana facility and the reclassification in December 2001 of assets held for sale back to held for use. Management believes that there have

been no events or circumstances that warrant revision to the remaining useful life or affect the recoverability of goodwill in any of its other
business units.
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U S LIQUIDS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Depreciation and Amortization Expenses

Depreciation and amortization expenses are excluded from operating expenses and selling, general and administrative expenses in
the consolidated Statements of Operations. These expenses are as follows:

Years Ended December 31,
1999 2000 2001
(In thousands)
OPETALING EXPEIISES ..........ooeovreieieties i ieteesseseeeeeeeeeereene e eseeeeesessesrasseeneebossssaessmsses $ 10,751 $12,517 $11,499
Selling, general and administrative €XPENSES...............cccovueveverreeeecvreeeseseeessenenan 931 1,120 1,118
GoodWill AMOTHZALION. ... ...ccoorveveeiirieiie e s sese st seeneseessereeeessstssasssessasaa 4,913 5,597 4,896
Total depreciation and amortization EXPENSES....................cc.ovvrvvercrerrecreereenen. $ 16,595 $ 19,234 $17,513

Income Taxes

The Company files a consolidated return for federal income tax purposes. Income taxes for the Company are provided under the
liability method considering the income tax effects of transactions reported in the consolidated financial statements which are different
from the income tax return. The deferred income tax assets and liabilities represent the future income tax consequences of those
differences, which will either be taxable or deductible when the underlying assets or liabilities are realized or settled and are measured
using enacted tax rates and laws. In providing for deferred income taxes, management considers current tax regulations, estimates of
future taxable income, and available tax planning strategies. In certain cases, management has established reserves to reduce deferred
income tax assets to estimated realizable value. If tax regulations, operating results or the ability to impliement tax planning strategies
vary, adjustments to the carrying value of deferred income tax assets and liabilities may be required.

Self-Insurance

The Company retains the risk for employee group health claims, resulting from uninsured deductibles per accident or occurrence
which are subject to annual aggregate limits. Losses up to the deductible amount are based upon the Company’s known claims incurred
and an estimate of claims incurred but not reported. The accruals are based upon known facts and historical trends and management
believes such accruals to be adequate. The Company has provided financial assurance in the form of letters of credit and surety bonds to
its insurance carrier. As claims develop and additicnal information becomes available, adjustments to loss reserves and the amount of
such financial assurance may be required.

Processing Reserve

The Company records a processing reserve for the estimated amount of expenses to be incurred with the treatment of waste in
order to match revenues with their related costs. The related treatment costs are charged against the reserve as such costs are incurred,
which generally cover a period of nine to twelve months for the Qilfield Waste Division. At year end, the processing reserve represents
the estimated costs to process the volumes of waste on hand for which revenue has already been recognized.

Closure and Remediation Reserves

As of December 31, 2000 and 2001, the closure and remediation reserves represent accruals for the total estimated costs
associated with the ultimate closure of the Company’s landfarm facilities and certain other facilities, including costs of decommissioning,
statutory monitoring costs and incremental direct administrative costs required during the closure and subsequent postclosure periods. The
closure and remediation reserves include both open and closed facilities, as well as all third party sites for which the Company has been
determined to be a potentially responsible party and which require remediation. The Company’s closure and remediation reserves have
remained fairly constant as the methodology has been consistent, and there has been no significant change in assumptions other than
changes in estimates due to annual changes in inflation indices, an update in cost estimates associated with closure, or a change in
regulations.
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US LIQUIDS INC.

NOTES TO CONSOLIDATED FINANCTAL STATEMENTS (C@nﬁtﬁmued)

Revenue Recognition

The Company recognizes revenue from processing services when material is unioaded at the Company’s facilities, if delivered by
the customer, or at the time the service is performed, if the Company collects the materiais from the customer’s location. The Company
recognizes revenue at the time the Company’s facilities accept the waste because the customer has passed the legal and regulatory

responsibility and associated risk of disposing the waste to the Company. By-product sales are recognized when the by-product is shipped
to the buyer.

Fair Value of Financial Instruments

The Company’s financial instruments include cash and cash equivalents, accounts receivable, accounts payable, notes and capital
leases payable, and debt obligations. The book value of cash and cash equivalents, accounts receivable, accounts payable and short-term
notes payable are considered to be representative of fair value because of the short maturity of these instruments. The Company believes
that the carrying value of its borrowings under the credit agreement approximate their fair value as they bear interest at rates indexed to the
London Interbank Offered Rate (“LIBOR”). The Company estimates that the fair value of all of its debt obligaticns approximates $92.0
million at December 31, 2001.

Translation of Foreign Currency

The U.S. dollar is the functional currency for all of the Company’s consolidated operations. In prior years, the Canadian dollar
was used as the functional currency for the Company’s one foreign (Canadian) entity. In 2001, the operations of the Canadian entity were
formally placed under the management team of the Innovative Services Group of the Commercial Wastewater Division in the U.S. This
change in management structure was in recognition of the continuing inter-relationships between the Canadian and U.S. operations. The
Canadian operations are substantizlly funded by the parent company and a substantial portion of its revenues are received in U.S. dollars
from U.S. customers. The effect of this change in functicnal currency on the financial statements was not significant. The accumulated
translation effects of using foreign currencies other than the U.S. dollar prior to this change are included in the foreign currency translation
adjustment in stockholders’ equity. Prior to 1999, the Company had no foreign investments.

New Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board (“FASB™) issued Statement of Financial Accounting Standards
(“SFAS”) No. 133, “Accounting for Derivative Instruments and Hedging Activities.” In June 1999, the FASB issued SFAS No. 137,
which amended the effective adoption date of SFAS No. 133. This statement establishes accounting and reporting standards for derivative
instruments, including derivative instruments embedded in other contracts, and for hedging activities. The Company adopted SFAS No.
133 as amended on January 1, 2001. Adoption of this statement did not have a material impact on the financial position or results of
operations of the Company as it has not engaged or entered into any arrangements usually associated with derivative instrements
historicelly or during the year ended December 31, 2001.

In July 2001, the FASB issued SFAS No. 141, “Business Combinations,” and No. 142, “Goodwill and Other Intangible Assets.”
The statements eliminate the pooling-of-interests method of accounting for business combinations and require that goodwill and certain
intangible assets not be amortized. Instead, these assets will be reviewed for impairment annually and when there is reason to suspect that
their value has been diminished or impaired. Any related losses will be recognized in earnings when incurred. The statements will be
effective for the Company as of January 1, 2002 for existing goodwill and intangible assets and for business combinations completed after
June 30, 2001. The adoption of SFAS No. 142 will eliminate annual amortization expense related to goodwill by approximately $4.9
million in future periods. In conmnecticn with the adoption of SFAS Ne. 142 on January 1, 2002, the Company has estimated an
impairment of $31.0 million.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” that addresses the financial
accounting and reporting for obligations associated with the retirement of tangible long-lived assets and associated costs. SFAS No. 143
requires that the discounted fair value of a hability for an asset retirement obligation be recognized in the period in which it is incurred if a
reasonable estimate of the fair value can be made. The associated asset retirement costs are capitalized as part of the carrying amount of
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

the long-lived asset. The provisions of SFAS No. 143 are effective for fiscal years beginning after June 15, 2002. The Company is
considering the provisions of SFAS No. 143 and at present has not determined the impact of adopting SFAS No. 143,

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment of Disposal of Long-Lived Assets,” that
addresses financial accounting and reporting for the impairment of disposal of long-lived assets. SFAS No. 144 requires that one
accounting model be used for long-lived assets to be disposed of by sale and broadens the presentation of discontinued operations to
include more disposal transactions. The Company adopted SFAS No. 144 on January 1, 2002. Adoption of this statement did not have a
material impact on the financial position or resulis of operations of the Company.

Reclassifications
Certain prior year amounts have been reclassified to conform with the current year presentation.

3. SPECIAL CHARGES:

1999 Business Interruptions and Remediations

1999 Remaining
Special Accrual
Description Charges at 12/31/01
(In thousands)
(i)  PCB Cosis at Detroit $ 5,494 8 -
(i)  Disposal at Re-Claim 2,535 -
(iii) Re-Claim Fines 2,000 -
(iv) Legal Fees 1,700 -
(v)  Write-off of Capitalized Costs 1,316 -
(vi) Re-Claim Spill 1,000 -
(vii)) Severance 954 108 (A)

(viii) Other Costs 139 -
Total Special Charge 12/31/99 $ 15,138 $ 108

(A) Included in special charge accrual

During the third and fourth quarters of 1999, the Company recorded special charges in the amount of $15.1 million. The components
of these special charges consisted of (i) $5.5 miilion for disposal of PCB contaminated material improperly delivered to the Company’s Detroit
facility, the decontamination of certain equipment exposed to the PCB contaminated materials and fines imposed by regulatory authorities
relating to the facility’s acceptance of the PCB contaminated materials, (i) $2.5 million for disposal of liquid waste received by the
Company’s Re-Claim Louisiana facility, which waste is the subject of a dispute between the Company and the EPA as to the proper
method of disposal, net of $443,000 received from the Company’s insurance carrier for submitted claims, (iii) $2.0 million for fines
imposed by regulatory authorities relating to the operations of the Re-Claim facility, (iv) $1.7 million for legal and professional fees
incurred for matters arising in connection with the governmental proceedings relating to the Detroit and Re-Claim facilities and the
securities class action and shareholder derivative action arising therefrom, (v) $1.3 million for write-offs of capitalized acquisition costs
related to acquisitions not reasonably likely to occur, (vi) $1.0 million for the cleanup of a spill at the Re-Claim facility caused by an act of
vandalism, (vii) $954,000 for severance and contract termination costs related to certain personnel and acquisition consultants as a result
of the environmental issues at the Detroit and Re-Claim facilities, and (viii} $139,000 for other costs related to the operations of the
Detroit and Re-Claim facilities. These special charges reduced net income by $10.4 million (net of taxes), or $0.68 per share, for the year
ended December 31, 1999. As of December 31, 2001, $0.1 million of these special charges remained in accrued liabilities. See Notes 5
and 9. See Note 18 for further discussion of incidents giving rise to certain of the special charges.

F-11




US LIQUIDS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2000 Operations Held for Sale or Closure

2000 Remaining
Special Accrual
Deseription Charges at 12/31/01
(In thousands)
(i)  Estimate of Losses on Sales $ 19,701 $ -
(ii)  Re-Claim Shutdown 10,221 2,659  (A)(C)
(iii) Legal Fees (related to (i-ii) above) 208 33 D)
(iv) PCB Costs at Detroit 471 ‘ -
(v)  Disposal Agreement Termination (12,814) -
Total Special Charge, net 12/31/00 $ 17,787 $ 2,692

(A)  $1.3 million included in accrued processing costs, which includes $0.9 million to process waste stored off-site (see
Note 18)

(B) $0.2 millicn included in accrued liabilities - represents current portion of Re-Claim lease liability

(C)  $1.1 million included in long-term liabilities - represents long-term portion of Re-Claim lease liability

(D) Included in accrued legal fees

During the fourth quarter of 2000, the Company recorded special charges relating primarily to decisions to dispose of or suspend
certain operations offset by the favorable effect of the settlement of a dispute. These special charges amounted to a net expense of $17.8
million. The special charges included (i) $19.7 miliion for estimnated losses fiom the sale of certain operations in the Commercial Wastewater
Division, (ii) $10.2 million for the closure of the Re-Claim Louisiana facility, which included approximately $1.6 million for processing costs
and approximately $1.6 million for the remaining lease liability, (iii) legal fees associated with the above for $208,000, and (iv) additional
charges of $471,000 for the disposal of PCB contaminated materials at the Company’s Detroit facility (relating to 1999 special charges
discussed above). During this pericd, the Company also recognized (v) net pre-tax income of $12.8 million relating to the termination of a
disposal agreement with Waste Management, Inc. that was entered into in May 1998 in connection with the acquisition of its Detroit facility.
These special charges reduced net income by $17.8 million (net of taxes, due to valuation allowances), or $1.13 per share. As of December
31, 2001, $2.7 million of these special charges remained in accrued liabilities. See Notes 5 and 9.

2001 Regulatory and Legal Resolutions and Operations Held for Sale

2001 Remaining
Special Acerual g
Deseription Charges at 12/31/01 i
(In thousands) "
(i)  National Steel Settlement $ (7,500 $ - '
(ii) Insurance Claim Refund (3,750) -
(iii) Detroit Fine 5,000 5000  (A)
(iv)  Reliance Bankruptcy 3,500 3500 (A)
(v)  Additional Losses on Sales 1,713 -
(vi) Goodwill Write-down 6,302 -
(vil) San Antonio Write-down 491 -
(viii) Other Costs 15 -
Total Special Charge, net 12/31/01 $ 5771 $ 8,500

(A) Included in special charge accrual
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

During 2000, the Company filed suit against National Steel Corporation for not properly identifying PCB contaminated materials as
required by law when delivered to the Detroit facility. In filing the suit, the Company was seeking to recover the costs incurred and the losses
suffered by the facility as a result of National Steel’s non-disclosure. In April 2001, the Company entered into a settlement agreement with
National Steel. As part of the settlement agreement, in April 2001, National Steel paid (i) $7.5 million to the Company.

In addition to filing suit against National Steel, the Company alsc submitted a claim under its property damage policy for losses
incurred as a result of the temporary closing of the facility in August 1999 and the delivery of PCB contaminated waste to a2 landfill owned by
Waste Management, Inc. During the third quarter of 2001, the Company agreed to accept (ii) $3.75 million in complete satisfaction of its
claim under the policy. The funds were paid to the Company in August 2001.

As further discussed in Note 18, the Environmental Protection Agency (“EPA”™) and the Federal Bureau of Investigation (“FBI”)
executed a search warrant at the Detroit facility seeking documentation relating to the facility’s operations. During the fourth quarter of 2001,
the Company established a reserve of (iii) $5.0 million for amounts expected to be paid in connection with a possible settlement of this matter.

Reliance Insurance Company (“Reliance”) provided casualty insurance coverage for the Company. In October 2001, Reliance was
declared insolvent by the Insurance Commissioner of the State of Pennsylvania. As a result, insurance coverage may not be available for any
claims or lawsuits that were not resolved prior to Reliance being placed into bankruptcy. During the fourth guarter of 2001, (iv) $3.5 miliion
was reserved for any claims or lawsuits that were not reselved prior to Reliance being placed into liquidation. See Note 18.

As previously reported, during the fourth quarter of 2000, the Company approved the divestiture of several of its non-core operations
and recorded special charges of $19.7 million related theretc. During 2001, certain operations were sold and additional losses of (v) $1.7
million were recognized as a result of these sales. During the fourth quarter of 2001, the remaining assets classified as held for sale were
further adjusted to fair value resulting in a write-down of goodwill of approximately (vi) $6.3 million. In December 2001, senior management
made the decision to assimilate the remaining operations back into the Company’s core business.

During the fourth quarter 2001, certain fixed assets were written down at the Company’s San Antonio location for approximately (vii)
$0.5 million in accordance with SFAS 121 “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed
Of”

These special charges reduced net income by $5.5 million (net of taxes), or $0.33 per share. In addition, a tax benefit was realized on
a prior year special charge due to the release of the valuation allowance on prior year losses on the operations held for sale or closure that are
no longer held for sale. This benefit increased net income by $5.2 million, or $0.31 per share. As of December 31, 2001, $8.5 million of these
special charges remained in accrued habilities. See Notes 5 and 9.

4. ACQUISITIONS:

1999 Acquisitions

During 1999, the Company completed 22 acquisitions. The acquisitions were accounted for under the purchase method of
accounting. Results of operations of companies that were acquired were included in the consolidated financial statements from the dates of
such acquisitions. The costs of acquisitions were $73.6 million in cash and debt assumed and 635,354 shares of stock. The excess of the
aggregate purchase price over the fair value of the net assets acquired was approximately $71.1 million.

2000 Acquisitions

During 2000, the Company acquired two businesses engaged in the collection, processing and disposal of liquid wastes for
approximately $532,000 in cash and debt assumed. Both of these acquisitions were accounted for under the purchase methed of accounting.
The excess of the aggregate purchase price over the fair value of the net assets acquired was approximately $417,000.
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The unaudited pro forma information set forth below represents the revenues, net loss and loss per share of the Company, the 1999
acquisitions and the Company’s secondary public offerings of common stock in March 1999, as if the 1999 acquisitions were alil effective on
January 1, 1999, and includes certain pro forma adjustments, including the adjustment of amortization expenses to reflect purchase price
allocations, interest expense to reflect debt issued in connection with the acquisitions, net of a reduction in interest expense on debt repaid in
connection with the Company’s public offering of common stock, and certain reductions of salaries and benefits payable to the previous
owners of the businesses acquired which were agreed to in connection with the acquisitions, and the related income tax effects of these
adjustments. No pro forma information is presented for 2000 acquisitions as no material acquisitions were completed in 2000.

Year Ended December 31, 1999

Pro Forma Amoumnts (In thousands)
REVEIUE ...ttt es et e e s e s see et e s i e seeseseas b st e asesoemensesasstssonsarreseessassasenes $ 249,349
INBEIOSS ...t et e e s ee e eesree et s s eees st es s e serasssaes st ene e s st s esseesee s neresassssaon $ (1,238)
Basic 0SS PEr COMIMON SHATE . _............o..oovmeeeeeee s seeseeees e st st ses s essese st essersssssaa $ (0.08)
Diluted 10SS PET COMMON SHATE ..............o\o oo seess et se e eseseere e sesessaseerenoes $ (0.08)

The unaudited pro forma information is presented for informational purposes only and is not necessarily indicative of the resuits
of operations that actually would have been achieved had the acquisitions and offerings been consummated effective as of January 1,
1999,

The Company agreed in connection with certain transactions tc pay additional amounts to the sellers upon the achievement by the
acquired businesses of certain negotiated goals, such as targeted eamings levels. Although the amount and timing of any payments of
additional contingent consideration depend on whether and when these goals are met, the maximum aggregate amount of contingent
consideration potentially payable if all payment goals are met is $2.7 million. The goals required to earn these payments would represent
approximately $6.4 million of incremental pre-tax income. The contingent consideration is payable in cash in the amount of $1.1 million
and in stock with a total value of $1.6 million (representing approximately 0.3 million shares at December 31, 2001, with the stock closing
price on that day of $5.68). No such amounts were paid in 2001 and none are anticipated in 2002.

5. OPERATIONS HELD FOR SALE:

During the fourth quarter of 2000, the Company’s Board of Directors voted to sell certain non-core operations in the Commercial
Wastewater Division. The types of liquid waste managed at these facilities held for sale included industrial wastewaters, biosolids and
grease and grit trap waste. As discussed in Notes 2 and 3, the Company recorded charges on December 31, 2000, and during 2001 to
write down the carrying value of certain assets to fair value, less costs to sell. In determining fair value, the Company considered, among
other things, the range of preliminary purchase prices discussed with potential buyers. For operations that were classified as held for sale,
the Company suspended depreciation on property, plant, and equipment. In addition, the Company revalued goodwill and, therefore,
adjusted the related amortization. Had the Company not classified any operations as held for sale, depreciation and amortization expenses
for the year ended December 31, 2001 would have been greater by $2.0 million. During 2001, certain operations were sold and additional
losses were recognized. During the fourth quarter of 2001, the remaining assets classified as held for sale were further adjusted to fair
value. Subsequently, as a result of senior management’s decision to assimilate the remaining operations back into the Company’s core
business, the adjusted carrying value of the assets, after giving effect to the write-downs, were reclassified to held for use. The results of
operations of these businesses are fully included in revenues and expenses in the accompanying Statements of Cperations.

Operational information included in the Statements of Operations regarding the businesses classified as operations held for sale at
December 31, 2000, is as follows:

Years Ended December 31,
1999 2000 2001
(In thousands)
Operating TEVEMUES . .. ..............covuerreerireesnetnissessss s ss s sse s esssessessnssnee $41,839 $ 40,321 $26,759
Earnings (loss) before interest and taxes (EBIT) (@) .............coocovvvercreomncrconicrennens $ 1,210 $ (198) $ 100

(a) For those items included in the determination of EBIT (the earnings measurement used by management to evaluate operating
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performance), the accounting policies of the operations held for sale are the same as those described in the summary of significant
accounting policies (see Note 2). EBIT is defined as income (loss) from operations excluding asset impairments, interest and taxes.

Information regarding the businesses classified as operations held for sale at December 31, 2000, is as follows (in thousands):

Cash and cash equivalents $ 253
RECEIVADIES, TIET. ... ..o et s s s ssese st e b s s bR bas bt R s bbb bs s s s snasns s renrns 5,501
Other current assets 625

Property and equipment and other Non-CUITent @SSELS, NET................cccccovvvureveerreensssnssesrsssssesssessasesssesssssssssressons 17,366
Current maturities of 1ong-termi OBHZAtONS |_..............cooveoeeeeeseeeseeeeseseeseeeesses e et s ssesssssssessesnesaeessns s (268)
Oher CUITENE HHADIITES ... .. oo et eeseeeeseseeseeseasesesse e ss st smsesrensessassassaestersesenssaestrasaesassaesans (2,706)

Long-term cbligations, less CUTEnt MATUTIHES .................coo..oerueereeeceerrsisssesessessesseeseessasesecsans e seese e 22

Net operations eld FOT SAIE ... ... ..ot re et s s a et re st sn b ase s $ 20,749
Current assets:
Operations NEIA FOT SALE ,............ocoou oot te e ve e sess s bbb bt esbesees sesses s et et sess s basienteetesiesae $ 23,745
Current liabilities:
Operations NEIA fOT SALE...............cooieoieeieec e ese s tss s ae s es e e ese st st e b e s e s et sessassesesbeseas st b e esnens " (2,996)
Net operations eld fOr SAME ..ottt es st asesesnens $ 20,749
6. PREPAID EXPENSES AND OTHER CURRENT ASSETS:
Prepaid expenses and other current assets at December 31, 2000 and 2001, consist of the following:
2000 2001
{In thousands)
Prepaidd iMSUTANCE | ...\ ooeoeeoee oo ees e eeeees e ess e e ereesss s ssesaest e s s sesss s e sessansneesssnsas seeeessesarantanen $ 1,031 $ 2,115
Current deferred INCOME TAX BSSEL.............ccooeeeerrerresensseessesen s ssessssse s e sasesssnsssiesresessseearessessensenses 7,318 2,541
INCOME TAXES TECEIVADIE ...\ esee s sess s s s sas b ss s s s sssn st s sssnsaseees 3,562 212
OHIET . oo es st s e e et ereaeses et e s et eeseeneses s A s b s s s s e s erser St er s et s s b e Ean b bt sasae s s sanenneserre s 3,030 3,780
TOMAL . oot eeee s s eeeee st et et seratsetes s srasbess e s s as e e s sses e bR SR e r RSP RERe b e et eas s $ 14,941 $ 8,648
7. PROPERTY, PLANT AND EQUIPMENT:
Property, plant and equipment at December 31, 2000 and 2001, consist of the following:
Depreciable
Life (Years) 2000 2001
(Im thousands)
LA ...ttt st s e et st ens s A be R bt st ras e eaeen - $ 12,698 $ 12,979
Landfarm and ProcesSing SHES ................oc.ovueereerioressreressssessssessesssersssssessssssssssseessssss 25 15,824 17,070
Buildings and MIPTOVEIMENES .................ooiveererceeeereresssesersessessessessessessessssssssseesssaees 5-39 42,695 47,485
Machinery and €QUIDPITIENT. ._............coouereeorreriiiriecrsrenie e bes e sseassesssssssenssssssassassessanes 3-15 40,449 46,020
VEHICIES ... ..o et es e sas s ae s es s e b st e b bens s Fan bbbt st ebeb e nnaes 3-5 12,148 14,800
Furniture and fIXIUTES | _.........oooiiieeeeeccees et sass bt s sensnsenne 3-5 5,727 8,752
ConStTUCHON I PIOZIESS ............ovoeeeeeveevseeesssssesesssesessesessesersanssssessssssasssssessessecssons - 6,967 5,342
TOMAL ettt b e er et et a et $ 136,508 $ 152,448
Less-Accumulated depreciation . .................cccoeierieoveeseesecresessse e s e srsesescsesnee (28,262) (42,610)
Net property, plant and qQUIPMENT. ... ......cc.ccoccerurrrruerieeeeensensrersesrenssesessens $ 108,246 $ 109,838
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In December 2000, net property, plant, and equipment totaling $8.9 million was reclassified to operations held for sale. In December
2001, $4.0 million of net fixed assets was subsequently reclassified back from operations held for sale to property, plant, and equipment.

8. INTANGIBLE ASSETS:

Intangible assets at December 31, 2000 and 2001, consist of the following:

2000 2001
(In thousands)

GOOAWILL ...t e e e e e ase s s s e eens s s ssres s $ 169,762 $ 169,906
INONCOMIPELE AZTEEIMENS ...............eoeeeeeees et eeereeseese s et seeeeeseesessesseeesoeeseseseeesee e eesan et sreseneenoenes 922 957
PEITIILS ... ......ooiviivee oo e et eess e e e e e e eeesass s e sse s e seses s eessessessssn e eseseass s e sassasenssans 2,688 3,561

TOML, .....ooovo et ee e en e e s s e e st s e e asm e s enerassse s e eraenasesesraoss $173,372 § 174,424
Less-Accumulated amOTHZAtION. .................coecmeveirreeereeeeseeerserseesereeseeseseresseesessesseasseseessnerseerenes (10,563} (15,099)

Net INtANEIDIE SSELS ... ..ot r et seeeere s eeee e sese s s e e es s s seseseenesneeen $ 162,809 $ 159,325

Goodwill represents the excess of cost over net assets of acquired businesses and is amortized on a straight-line basis over forty
years. The remaining intangible assets are recorded at cost and are being amortized con a straight-line basis over one to seventeen years.
Amortization expense of intangible assets for the years 1999, 2000, and 2001 was $5.0 million, $5.7 million and $4.9 million,
respectively.

9. ACCRUED LIABILITIES:

Accrued liabilities at December 31, 2000 and 2001, consist of the following;:

2000 2001
(In thousands)
ACCTUEH SAIATIES . ... ......ovoocoiectceecee et eseseessees s sse s s b s s s s s s st eees $ 5,576 $ 5564
Income and other taxes PAYADIE. ................c.cccoviuiimiiiiireece sttt s st benes 603 1,948
Accrued professional fees and legal TESEIVES ..................co.coviuveveiieeie et ess et sessnnees 3,551 1,430

AcCTUEd SPECIAl CHATEES............co..ieeeeee ettt tse s er st s se s e s s s s ssasesemsenees 3,858 8,608

Current portion of 2CCIUEd PrOCESSING COSLS... ... .....covmiererieieieceeeeeeset et seeses e esssees e es e seesossenas 3,840 2,594
Current portion of accrued closure and remediation TESETVES . ..............ccocrvreriirenineeenseeseeresessssensens 520 465
ACCTUSA INSUTAIICE | .. o oot ee e et ssesseseses st seseeetessee et sesesan st sasassastonnas 2,473 2,523
OHNET ... et eee e ee e s tes e reseere s st eaesresenee e oemesae st oetses et st st s s s en s s s e b s e nets st esesanen 5,173 3,852

Total acCrued HabIltES ..., ... ..ot reneeees et ses b ss st se e s snans $ 25,594 326,984

10. REVENUES:
The components of domestic and foreign revenue are as follows:
Years Ended December 31,
1999 2000 2001
(In thousznds)

UIIEA STAIES ... ..ot eeeeeee s e e e et e s seaeees e eeeeree e emer s s seserassasesnanes $ 226,566 $ 237,985 $ 218,407
CANMAGA ...t en st b bt r e bttt be et renneee 5,217 9,874 11,905

TOMBL oot s e n e s et r st saenetens $ 231,783 § 247,855 § 230,312
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The sales and service revenue components are as follows:

Years Ended December 31,
1999 2000 2001
(In thousands)
Collection, processing and disposal SETVICE TEVENUES .. ... ....coooioiireeieeeeereeereesnnes $ 196,579 $ 201,861 $ 199,115
BY-PIOGUCT SAIES..............ovvecieeieeceie et ss st sbsssrs st ensaaes 35,204 45,998 31,197
TOMAL ..ottt et e st bbbt e e raen $ 231,783 $ 247,859 $ 230,312

11. INCOME TAXES:

For financial reporting purposes, income (loss) from continuing operations before income taxes, reflecting domestic and
international sources, is as follows:

Years Ended December 31,
1999 2000 2001
(In thousands)
UREA STALES .............oooooooeeeceesessssssssessssssssssssseresessssss s sessss e ssessss s sssessaseereres $ 984 $ (26,078) $ 1,650
CAIAAR...........ooooooooeoeoeeeeeeeee ettt 377 (249) 1,129
Income (loss) before provision (benefit) for income taxes..................cccooccvvevennen. $ 1,361 $(26,327) $2,779
The components of the provision (benefit) for income taxes are as follows:
Years Ended December 31,
1999 2000 2001
(In thousands)
Current-
FOACTAL............ oo s eeeseses s eese e e seesss e eessesesessrs st scn e $ 2,492 $ (3,488) 5 99
SEBLE........ oot sseees et et RR RS 313 460 635
FOTCIIL.........ooooeeeee oo sessessssssseses e ssss s esss s sas s s s s s sb s sst s 138 (125) 110
TOMBL . ..oooooooooeoeeessce e see bbb sssstssss s s e $ 2,943 $ (3,153) $ 844
Deferred-
FEACTAL .........ovomovoereeee s ceeses e s s semsse s ee s s sesa s st er e snnece $ (296) $ 1,836 § (1,825)
SUAE. ..ot ras s b as e s bs et Rensa e Ree e sresnees (44) 378 34
FOTRIBIL ...t sse s sbs s ss s et is - (1) 340
TOMAL ..o es e as s s $ (340 $ 2,203 $ (1.451)
Provision (benefit) for inCOME tAXES ...............ccooooovwverirrmeervemsrsssssssnseesessnnene $ 2,603 $_(950) $ _ (607)
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The differences in income taxes provided and the amounts determined by applying the federal statutory tax rate of 35% to income
(loss) before provision (benefit) for income taxes result from the following:

Years Ended December 31,
1995 2000 2001
(In thousands)
TaxX at STAMIIOTY TAE ..............oeueeereo e cseeceesseseesesseeesessesseeseeseesseeness s ssees e se e $ 476 $(9,214) $ 9713
Add-
State taxes, net of federal Benefit. ..o 175 545 837
Differences in fOTEIgN X TALES ., ..o ees s e seestesrs s e sresoenenes 6 17 55
INONEQUCHDIE EXPEIISES ..............oooveeeerereeeeer e ee s vese e eese e seessts et eeseessoneee 1,372 757 2,348
Change in valuation @lIOWANCE ...................o.oooroeee oot eeene 427 6,951 (4.971)
OIET ...ttt e e se e sesse e s eeni s st e s srennns 147 % 151
Total provision (benefit) for inCOME tAXES ,.............ccoo.ovomvvveersrrrererieneseensiesianns $ 2,603 $ (950 $ (607

The tax effects of significant temporary differences representing deferred income tax assets and liabilities are as follows:

December 31,
2000 2001
(In thousands)
Deferred income tax assets-
RESETVES ........coooeerver st et er e s e e e see e e e e en e $ 2,521 $ 4,074
ACCTUEE BXPEIISES ..ot s seesesieetesaereseaesese s seeseseeseesesessssaerasrassessounesesanesrseanes 2,374 972
Net CPETBUNE JOSSES . .........coivieiieceeeieeet ettt se st ases b se st s e sresresbes s sressaetenasessanes 970 2,553
TAX CTEAIS ............oovvivviere et sas sttt era e ses e s sen s s s s e sasseesin 2,008 2,656
Loss on operations held for sale Or CIOSUTE _..................cc.cccoorivormrrencr e 11,555 -
Capital 1055 CAITYTOTWATAS _.............oeoieeeeeeeeeee et sr sttt st s eme oo - 1,847
OHIET.........ovoeeecee et b st sae s e s e s ss st be et res e ssesse s e s s saseeesane s sseneas . 25
Less: Valuation alOWanCeS..................coo.uerveoieieeceeeesceese s aeenes e ssesssss s sssssses s sssenas (7,748) (2,725)
Total deferred iNCOME X @SSELS ..............co..ovevveierieei ettt ssen s s s s § 12,180 $ 9402
Deferred income tax liabilities-

Property, plant and @qQUIDITIENE  ,...._..........cooovoi oo es e e s eeeeeseseeserseesaesesnseesenenesneanes $ (4,139) $ (4,594)
Intangible assets (principally deductible goodwill amortization)...................cooouerrvervreneessrerreneane. (10,454) (4,614)
Prepaid expenses (307) (565)
ORET ..ottt st ea e et ese s es o ea s se st st e basseeseteresnens (725) (602)
Total deferred income tax Habilitles. ..............ccco.ooouieieieeeeeceee e $ (15,625) $(10,375)

Net deferred income tax Habilities ...................coooooiiooeceeeee et $ (3,445 $§ (973)
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Net deferred income tax assets and liabilities are classified as follows:

December 31,
2000 2001
(In thousands)
Current deferred income tax assets (liabilities)-
Gross assets $ 8,191 $ 3,684
Gross liabilities (873) (1,143)
Total, net $ 7,318 $ 2,541
Non-current deferred income tax assets (liabilities)-
Gross assets, net of valuation alloWancCe....................ccoooocooivioveriieenieesi e $ 3,989 $ 5718
G088 HADUTHES, ..........oovoiveenioessisceeee s st s bt s st sse s s (14,752) 9,232)
TOW@L TIB.........oveoove s sssssse s seesssss e ssms s ssssss s s sssessae s eseenesssins $ (10,763) 3 (3519
Net deferred income tax Habilities ..................ccooooocoorrvouieormeeeeceeieec st ssee e $ (3.445) $ _(913)

For purposes of the United States consolidated federal income tax return, as of December 31, 2001, the Company has net
operating loss carryforwards of $6,071,000, tax credit carryforwards of approximately $2,656,000, and unused capital loss carryforwards
of approximately $4,817,000 available to offset taxable income and tax of the Company in the future. In connection with certain
acquisitions, ownership changes occurred resulting in various limitations on net operating loss carryforwards. The net operating loss
carryforwards will begin to expire in 2008. The tax credit carryforwards wiil begin to expire in 2006 and the capital loss carryforwards
will begin to expire in 2005. The Company also has state net operating loss carryforwards available to offset future state taxable income
that may or may not be utilizable in future periods.

Valuation allowances have been established for uncertainties in realizing the benefits of tax attribute carryforwards. While the
Company expects to realize the deferred income tax assets in excess of the valuation allowance, changes in estimates of future taxable
income and tax laws may alter this expectation. During 2001, the valuation allowance decreased approximately $5,023,000. Of this
decrease, $5,152,000 is due to the release of the valuation allowance on prior year losses on operations held for sale or closure that are no
longer held for sale. Of the original valuation allowance on prior year losses on operations held for sale or closure of $6,951,000, the
remaining $1,799,000 was reclassed to valuation allowance on capital loss carryforwards resulting from operations sold in 2001. The
resulting increase of approximately $129,000 relates primarily to the uncertzinty of the Company’s realization of foreign tax credit
carryforwards. The activity in the valuation allowance is as follows (in thousands):

Uncertainty of Uncertainty of Uncertainty of Valuation
Balance at Realization of Realization of Realization of Allowance on Balance at
Beginning Tax Loss Tax Credit Capital Loss Operations End of
of Period Carryforwards  Carryforwards  Carryforwards Held for Sale Period
Year ended December 31, 1999, ... ... § (229) (428) - - - § (657)
Year ended December 31,2000 . ... $ (657) (140) - - (6,951) $ (7,748)
Year ended December 31,2001 ... $ (7,748) 51 (132) (1,847) 6,951 $ (2,725)

For purposes of the Canadian federal income tax return, the Canadian subsidiary of the Company generated net taxable income of
approximately $745,000 in the 2001 tax year. A net operating loss carryforward of the Canadian subsidiary from the 2000 tax year in the
amount of $529,000 is expected to offset a portion of 2001 net taxable income. The Company does not provide for U.S. income taxes on
unremitted income of foreign subsidiaries as it is the present intention of management to reinvest the unremitted eamings of its foreign
operations. Unremitted eamings of foreign subsidiaries are approximately $1,257,000 at December 31, 2001.
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12. EARNINGS PER SHARE:

Eamings per share amounts are based on the weighted average number of shares of common stock and common stock equivalents

outstanding during the period. The weighted average number of shares used tc compute basic and diluted earnings per share is illustrated
below:

Years Ended December 31,
1999 2000 2001
(In thousands, except share data)

Numerator:

For basic and diluted earnings per share-

Income (loss) available to common stockholders $ (1,242 § (25377) $ 3,386
Denominator:

For basic earings per share-

Weighted-average shares 15,323,910 15,797,505 15,988,272
Effect of Dilutive Securities: }

Weighted-average stock options and warrants - - 740,043 ;
Denominator: f

For diluted earnings per share-

Weighted-average shares and assumed conversions 15,323,910 15,797,505 16,728,315

For the years ended December 31, 1999 and 2000, the Company had net losses which precluded recognizing the effect of dilutive
securities of 1,201,000 and 516,000 shares, respectively, related to cutstanding stock options and warrants, because to do so would be
anti-dilutive. For the year ended December 31, 2001, there were 1,048,284 employee stock options and warrants which were not included
in the computation of earnings per share because to do so would have been anti-dilutive for the period presented.

13. LONG-TERM OBLIGATIONS:

The Company’s long-term obligations at December 31, 2000 and 2001, consist of the following:

2000 2001
(In thousands)
Revolving Credit FACIHEY ..............oooieieeeet e eeeeeee e e eee e eees e tsensnee s esesessse s e st sesesensanseaneen $ 104,000 $ 85,000
Equipment credit faCIlEY ... ......c..ccoooiiiiiiiie ettt et 2,041 1,508
Notes payable to individuals, interest at 8.5%, maturing January 2008, secured .............................. 1,078 1,067
Notes payable to employees and individuals {former shareholders of acquired companies),
interest ranging from non-interest bearing {(accreting at 6.25%) to 5.9%, maturing
September 2004 to July 2006, unSeCUred. ...............coooouorierrveneinesenesssssessssses s eessssesssess s sneens 2,910 2,271
Note payable to corporation, matured May 2001 ...............cco.covomivivmvieronrinciess e 13 -
Obligations under capital leases, monthly payments ranging from $141 to $9,554, interest
ranging from 5.1% to 10.0%, expiring through 2005, secured by equipment
AN VERCIES | ettt 1,067 508
Insurance premium notes, interest at 5.8% to 6.25%, maturing June 2002 to February 2003,
UDNISECUICA ..........oouovveisoeeeseesessesessessssssaerssssssss st ees s ssssbsessssssnsss st st en s s e bt s st ens b e st st nnsan 700 1,674
TOWLABDE ... ..ottt s ss st st $ 111,809 $ 92,028
Less — Current maturities of total long-term obligations ._______..............ccoccomiimiommimiiemerrcnrrevenrirrncinee (22,993) (2,891)
Less — Debt associated with operations held for sale....................coovnccrmminncn oo (290) -
Total long-term OBLIZAtIONS | ... ..........oioooeeece et eeees s § 88,526 3 89,137
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The Company has a revolving credit facility with a group of banks under which it may borrow to fund working capital requirements.
Amounts outstanding under the facility are secured by a lien on substantially all of the assets of the Company. The credit agreement contains
affirmative, negative and subjective covenants, requires the Company to comply with certain financial covenants, obtain the lenders’ consent
before making any acquisitions, and prohibits the payment of cash dividends.

The Company’s fourth quarter results caused it to be out of compliance with certain financial covenants of the credit facility.
During the first quarter of 2002, the terms of the revolving credit facility were amended to, among other things, extend the maturity date to
June 15, 2002, reduce the amount of the credit facility from $111.25 million to $99.7 million, increase interest rates payable under the
credit facility, waive the Company’s non-compliance with all such covenants for all periods ended on or prior to December 31, 2001 and
modify the terms of certain of its financial covenants. In addition, on March 28, 2002, the terms of the credit facility were amended to,
among other things, extend the maturity date to April 15, 2003. As a result of the Company’s lenders’ agreement to extend the maturity
date of the credit facility to April 15, 2003, the outstanding balance under the credit facility has been classified as long-term at December
31, 2001. Prior to the maturity of the credit facility, the Company must either extend the term of the credit facility or obtain an alternative
source of financing. See further discussion in Note 21.

Availebility under the credit facility is tied to the Company’s cash flows and liquidity. The debt may be accelerated upon a
change in control of the Company or the departure of either Michael P. Lawlor or Earl J. Blackwell without a suitable replacement.
Interest on the cutstanding balance is due monthly. Advances bear interest, at the Company’s option, at the prime rate or LIBOR, in each
case, plus a margin which is calculated quarterly based upon the Company’s ratio of indebtedness to cash flow. As of December 31, 2001,
amounts outstanding under the credit facility were accruing interest at approximately 7.5% per year. The Company has agreed to pay a
commitment fee varying from 0.50% tc 0.55% on the unused portion of the facility. As of December 31, 2001, the unused portion of the
facility was $26.25 million of which $21.25 million was available, including $3.75 million in letters of credit outstanding. After giving
effect to the reductions of the amount of the facility in January and March 2002, the unused portion of the facility was $11 7 mllhon all of
which was available, including $3.75 million in letters of credit cutstanding.

During 1999, the Company had a $10 million credit facility with Bank Bosten, N.A. under which it was able to borrow funds to
purchase equipment. The commmitment for this facility expired on December 31, 1999, at which time the Company had borrowed
approximatety $2.5 million. This amount is being repaid in 60 monthly installments of principal and interest at 8.4%.

Principal payments of long-term debt and capital lease obligations in excess of one year as of December 31, 2001, are as follows:

Long-Term Capital
Debt Leases
(In thousands)

Years Ending December 31,

ZO0Z ..o ettt r e et en ettt maneraeensr e sneaenen $ 2,054 $ 939
ZO03 ettt ee et ettt ettt e et e ettt eae s s et enne st eresraes e 85,612 761
2004 ...t er oo er ettt e e n e e et s s 492 490
2005 ...ttt ee ettt e e r e eseere s e s 430 -
2006 ... e sttt 424 .
TRETCARET ..ottt ee st e s e et em et sran 1,600 -
60,012 2,190
Less — Amount representing intereSt. . _..............cooovoromrioeieeeeeeesresses e seeses s ssesseons - (174)
TOMBL ..ottt et et eee s eraeere s e rer s s sbtee $ 90,012 $ 2,016

14. STOCK PLANS:
Stock Options and Warrants

On November 20, 1996, the Company established a stock option plan which provides, as amended, for a maximum authorized
number of shares equal to 15% of all outstanding common stock at the end of each year, not to exceed a total of 3,000,000 shares. At
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December 31, 2001, 812,674 options were available o be granted under the plan. Options vest equally in three annual instaliments,
commencing on the first anniversary of the date upon which the options were granted, and expire after being outstanding for a period of 10
years. During June 1997, the Company established a directors’ stock option plan which provides for granting 10,000 options to each
director upon their initial election and 5,000 opticns each year thereafter. As of December 31, 2001, 165,000 options were available to be
granted under this plan. The directors’ stock options vest on the date of grant and expire after 10 years. All options for employees and
directors have an exercise price based on fair market value at the date of grant.

The Company issued 1,000,000 stock warrants in 1996 in connection with its acquisition of the Oilfield Waste Division from
Sanifill. The remaining warrants were issued in 1997 and 1998 for the Company’s initial public offering, consulting services for
acquisitions and as compensation for corporate consulting. Warrants issued in connection with acquisitions or common stock offerings
were capitalized based on the fair market value of the warrants on the date of grant. Stock warrants and options issued as compensation
for corporate consulting activities were expensed as incurred.

The following table summarizes activity related to stock opticns and warrants:

1999 2000 2001

Options Warrants Options Warrants Options Warrants

Cptions and warrants outstanding, beginning of year 1,489,792 1,235,000 1,378,182 1,076,250 1,626,959 1,076,250
Granted (per share)
1999 ($6.69-322.50) 845,722 -
2000 ($2.25-38.63) 532,500 -
2001 ($2.19-$6.50) 130,500 -
Exercised (per share)
1999 ($0.02-511.40) (76,000) (85,184)
2000 (30.02) (2,500) -
2001 ($0.02-82.25) (70,959) -
Forfeitures (per share)
1999 ($0.02-$21.88) (881,332) (73,566)
2000 ($6.69-321.88) (281,223) -
2001 ($2.25-821.88) (307,657) -
Options and warrants outstanding, end of year 1,378,182 1,076,250 1,626,959 1,076,250 1,378,843 1,076,250
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The following table summarizes information about stock options outstanding at December 31, 2001:

Options Qutstanding Options Exercisable
Wtd. Avg.
Number Remaining Number

Range of Qutstanding Contractual Wtd. Avg. Exercisable at Wed. Avg.
Exercise Prices at 12/31/01 Life (Years) Exercise Price 12/31/01 Exercise Price
$ 0.02 117,500 6.4 $ 0.02 117,500 $ 0.02
2.19-5.90 304,309 9.1 2.98 100,203 2.58
6.060-9.50 614,701 6.8 8.48 485,594 8.83
14.13-22.50 342,333 6.9 19.98 262,003 19.87
$ 0.02-22.50 1,378,843 7.3 § 940 965,300 $ 1040

Employee Stock Purchase Plan

In December 1999, the Company implemented an Employee Stock Purchase Plan (“ESPP”) which allows employees to purchase
shares from the Company’s authorized but unissued shares of common stock, shares of common stock reacquired by the Company or any
combination thereof. The ESPP is intended to qualify as an “Employee Stock Purchase Plan” under section 423 of the Internal Revenue

Code of 1986, as amended (“Code”). The provisions of the ESPP are construed in a manner consistent with the requirements of that
section of the Code.

The Company’s ESPP provides for maximum purchases of 500,000 shares in aggregate. Full-time employees are eligible to
purchase shares during six month purchase periods with payroll deductions ranging from 1% to 10% of compensation. No participant will
be granted an option under the ESPP (i) if, immediately after the grant, the participant would own stock and/or hold cutstanding options to
purchase stock possessing 5% or more of the total combined voting power or value of all classes of stock of the Company or (ii} which
permits the participant’s rights to purchase stock under all employee stock purchase plans of the Company tc accrue at a rate which
exceeds $25,000 of fair market value of such stock (determined at the time such option is granted) for each calendar year in which such

option is outstanding at any time. The purchase price per share is 85% of the lower of the market price on the first or last business day of
the purchase period.

SFAS 123 Disclosures

As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation,” the Company applies Accounting Principles
Board (“APB”) Opinion 25, “Accounting for Stock Issued to Employees,” and related interpretations in accounting for its stock-based
compensation plans. APB Cpinion 25 does not require compensation costs to be recorded on options which have exercise prices at least
equal to the market price of the stock on the date of grant. APB Opinion 25 also provides for no compensation to be recognized for
ESPP’s where the discount does not exceed 15%. Accordingly, no compensation cost has been recognized for the Company’s stock-based
plans. Had compensation cost for the Company’s stock-based compensation plans been determined based on the fair value at the grant
dates for awards under those plans consistent with the optional method prescribed by SFAS No. 123, the Company’s net income (loss) and
net income {loss) per share would have been adjusted to the pro forma amounts indicated below (in thousands, except per share data):

1999 2000 2001
Net income (loss), As reported $(1,242) $(25,377) $ 3,386
Pro forma (6,987) (25,862) 2,733
Basic earnings (loss) per share, As reported $ (.08) $§ (.61 $ 021
Pro forma (46) (1.64) 0.17
Diluted eamings (loss) per share, As reported $ (.08) § (61 § 020
Pro forma (.46) (1.64) 0.16

The effects of applying SFAS No. 123 in the disclosure may not be indicative of future amounts as additional awards in future
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years are anticipated.

The fair value of each employee stock option granted and purchase rights exercised under the ESPP were estimated using the
Black-Scholes pricing model with the following assumptions:

1999 2000 2001
Expected stock price volatility ..., 49.16%-86.03% 70.00%-80.71% 73.85%-79.30%
Risk-free MEIeSt Tate . ... .. .o 5.20%-6.61% 5.05%-7.08% 3.49%-6.70%
Expected life 0f OPHONS............ooeovoieeeereeeeee e 10 years .5-10 years .5-10 years

Expected dividend/yield .............ccoo.cooovvomnviereremnreeeeesreens s - - -
During 1999, 2000 and 2001, 845,722, 532,500 and 130,500 options were granted to employees which had a weighted average

fair value of $12.89, $4.13 and $3.56 per option and a weighted average exercise price of $18.42, $4.92 and $4.37 per option,
respectively.

15. STOCK REPURCHASES:

During September 1999, the Company repurchased and immediately cancelled 386,114 shares of its common stock for an
aggregate purchase price of $3,000,000. During 2000 and 2001, the Company repurchased and subsequently reissued 61,800 and 28,000
shares of common stock to employees pursuant to the Company’s ESPP, respectively. See Note 14,

16. EMPLOYEE BENEFITS:

The Company sponsors a 401(k) retirement plan established in 1998 under which all employees may choose tc save a portion of
their salary on a pretax basis, subject to certain IRS limits. The Company matches employee contributions on a discretionary basis and
also provides for a discretionary profit sharing contribution. The Company recorded $716,000, $997,000 and $939,000 in compensation
expense related to this plan for the years ended December 31, 1999, 2000 and 2001, respectively.

17. RELATED PARTY TRANSACTIONS:

On December 31, 1998, the Company sold tc a company owned by a then director of the Company substantially all of the assets
used in the distribution of various by-products of the Company’s grease processing facilities. This individual was no longer a director of
the Company as of December 31, 1999. These by-products had previously been sold by the Company primarily to producers of livestock
feed and chemicals located in Mexico. The purchase price for these assets was approximately $1.7 million, of which approximatety $1.1
million was paid to the Company in March 1999. The remainder of the purchase price was a note receivable payable in monthly
installments continuing through February 1, 2004, and was included in other assets. As of December 31, 2000, the uncollected balance of
approximately $550,000 was fully reserved for as the balance was deemed uncollectible. However, the Company is pursuing legal action
to fully recover the outstanding balance and in January 2001 notified the former director that it was immediately terminating a supply
agreement under which the Company had agreed to sell to the former director’s company at market value all fats, oils and feed proteins
that the Company recovers from certain waste streams and that conform to certain specifications.

On July 29, 1999, the Company acquired substantially all of the assets of EMAX, Inc. In connection with the acquisition, the
Company agreed to pay a portion of the purchase price over seven years plus interest at 5.9% per annum to the shareholders of EMAX,
Inc. The balance outstanding at December 31, 2001 was $2.1 million.

On September 21, 2000, the Company acquired certain assets of Safari Environmental Management Services LLC. In connection
with the acquisition, the Company issued notes payable to the three former owners of Safari. The total amount payable at December 31,

2001 was $160,000 and is due in three remaining equal annual installments on the anniversary date of the sale.

On December 2, 2000, an earn-out agreement was reached between the Company and a former owner of Reclamation
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Technology Management, Inc., a subsidiary acquired in April 1998. Pursuant to this settlement agreement, the Company agreed to pay to

the former owner $150,000 due in three quarterly installments beginning in March 2001. The liability was settled in full by December 31,
2001.

18. COMMITMENTS AND CONTINGENCIES:
Closure Bonds, Performance Bonds, Collateral Bonds and Letters of Credit

At December 31, 2001, closure bonds and letters of credit totaling $11.0 million for the ultimate closure of the Company’s
facilities were posted with the states of Pennsylvania, Texas, Michigan, Louisiana, Georgia, Missouri, California and Florida.

The Company’s customers require it to post performance and payment bonds issued by a surety. At December 31, 2001, the
Company had performance and payment bonds totaling $14.0 million. Those bonds guarantee the customer that the Company will
perform under the terms of a contract and that it will pay subcontractors and vendors. [n the event that the Company fzils to perform
under a contract or pay subcontractors and vendors, the customer may demand the surety to pay or perform under the Company’s bond.
The Company’s relationship with its surety is such that it will indemnify that surety for any expenses it incurs in connection with any of the

bonds it issues on the Company’s behalf. To date, the Company has not incurred significant expenses to indemnify its surety for expenses
it incurred on its behalf.

The Company also maintains a collateral bond totaling $2.5 million to secure the Company’s obligation to reimburse its insurance
carrier for uninsured deductibles the insurance carrier pays under the Company’s employee group health plan.

Insurance

The Company maintains various types of insurance coverage for its business including, without limitation, commercial general
liability and commercial auto liability, workers’ compensation and employer liability, pollution legal liability and a general umbrella
policy. In addition, the Company is partially self-insured for employee group health claims. During the fourth quarter of 2001, the
Company agreed to accept $1.1 million from one of its insurance carriers in settlement of property damage and business interruption
claims made with respect to losses suffered as a result of an incident at its Canadian facility in March 2000. The Company has not
incurred significant claims or losses in excess of its insurance limits during the periods presented in the accompanying consolidated
financial statements. See “Litigation” below for further discussion relating to the bankruptcy of one of the Company’s insurance carriers.

Noncompete and Oilfield Waste Disposal Agreements

Newpark Resources, Inc. is the largest customer of the Qiifield Waste Division. In September 1998, the Company entered into a
disposal agreement with Newpark. Under the terms of this disposal agreement, during the twelve-month pericds ending June 30, 1999,
2000 and 2001, the Company agreed to process and dispose of up to 375,000, 500,000, and 500,000 barrels of oilfield waste, respectively.
In return, Newpark agreed to pay the Company a disposal fee of not less than $30.0 million. Newpark paid the Company $6.0 million of
the disposal fee in 1998, $11.0 million in 1999, $9.2 million in 2060 and $4.1 million in 2001. In December 2000, Newpark exercised an
option to extend the term of the disposal agreement for an additional twelve months, Pursuant to the terms of this option, during the
twelve-month period ending June 30, 2002, Newpark may deliver to the Company for processing and disposal up to 1,000,000 barrels of
oilfield waste. In return, Newpark agreed to pay the Company a fee of not less than $8.0 million. Newpark paid the Company $4.4
million of this fee in 2001 and the remainder of the fee is required to be paid in monthly installments continuing through June 2002. Under
the terms of the disposal agreement, Newpark had the option to extend the term of the disposal agreement for an additional twelve months
expiring June 30, 2003; however, Newpark did not exercise this option. Under the terms of the disposal agreement, the Company is
prohibited until June 30, 2002, from (i) accepting from any customer other than Newpark any oilfield waste generated in a marine
environment or transported in a marine vessel, and (ii) engaging in the site remediation and closure business, in each case within the states
of Louisiana, Texas, Mississippi and Alabama and the Gulf of Mexico.

Despite Newpark’s decision not to extend the term of the disposal agreement for an additional twelve months, the Company is
currently engaging in discussions with Newpark regarding an alternative arrangement under which Newpark would continue to deliver
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oilfield waste to the Company for processing and disposal after June 30, 2002. If the Company is unable to reach a satisfactory
arrangement with Newpark, it intends to begin competing with Newpark for oilfield waste generated offshore or in inland waters in the
Gulf Coast region. With the exception of the Company’s Bateman Island, Louisiana landfarm, which could immediately begin receiving
oilfield waste generated offshore or in inland waters, and its Bourg, Louisiana and Mermentau, Louisiana landfarms, which could
immediately begin receiving oilfield waste generated in inland waters, the Company’s Louisiana landfarms would be required, among
other things, to establish and obtain permits for one or more transfer facilities to receive oilfield waste generated offshore or in inland
waters and lease or purchase the equipment necessary to receive such waste. Management estimates that it will take approximately 180
days to permit and equip any such transfer facility that the Company should elect to establish; however, there can be no assurance that it
will be successful in obtaining the permits necessary for any such transfer facility or that the establishment, permitting and equipping of
any such facility can be accomplished in any particular time period. Management expects the cost of establishing such transfer facilities
will not have a material adverse effect upon the Company’s business, results of operations or financial condition.

Waste Management, Inc. Leachate Agreement

In connection with the acquistion of the Company’s Detroit facility from Waste Management, Inc. (“WMI”) in May 1998, the
Company and WMI entered into an agreement to which WMI agreed for a period of 20 years to deliver to the Company for processing and
disposal all landfill leachate (up to a maximum of 35 million gallons per year) from certain landfills operated by WMI. The processing fee
paid by WMI for delivered landfill leachate is to be adjusted to reflect any increase in the Consumer Price Index. This agreement
generated revenues of $0.3 million, $0.3 million and $0.6 million for the years ended December 31, 1999, 2000 and 2001, respectively.

Leases

The Company leases office facilities and certain equipment under noncancelable operating leases for periods ranging from one to
22 years. Rent expense was approximately $8.5 million, $8.6 million and $9.6 million for the years ended December 31, 1999, 2000 and
2001, respectively. The following table presents future minimum rental payments under noncancelable operating leases with terms in
excess of one year:

Operating Leases
(In thousands)

Year Ending December 31,

2002 ...ttt et a SRR s E e $ 3,726
2003 et R e e eSS e s bt 3,036
2004 ..ottt Rttt bbb 2,518
2005 ... eceererte e seba st e Rt 2,168
2008..........cooeeeeeeeeeeeee ettt et e 1911
TRETEAMMET ... .......oveoieiiccirite et et see st s ent st 9,267

TOML ...ttt sttt $ 22,626

Regulatory Proceedings

In May 1998, the Company acquired from Waste Management, Inc. substantially all of the assets of City Environmental, Inc.
including, without limitation, a hazardous and nonhazardous waste treatment facility located in Detroit, Michigan. On August 25, 1999, the
EPA and the FBI jointly executed a search warrant at this facility, seeking documentation relating to the facility’s receipt, processing and
disposal of hazardous waste. According to the affidavit attached to the search warrant, the investigation was triggered by allegations that (i) the
facility knowingly discharged untreated hazardous liquid waste into the Detroit sewer system in violation of city ordinances, the facility’s
permit and the Clean Water Act, and (ii} without proper manifesting, the facility knowingly transported and disposed of hazardous solid waste
at an unpermitied treatment facility in violation of RCRA. The affidavit alleged that these activities had been taking place since 1997, which
was before the Company acquired the facility. The investigation is now under the direction of the U.S. Attorney’s office in Detroit. The
Company has cooperated with the EPA, the FBI and the U.S. Attorney throughout this investigation and, to date, no civil action or criminal
indictment has been initiated against the Company or any individual. The Company is currently engaging in discussions with the U.S.
Attormney concerning a possible settlement of this matter. Based upon discussions with the U.S. Attorney and other available information,
during the fourth quarter of 2001, the Company recorded a $5.0 million reserve to cover amounts expected toc be paid in connection with any
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such settlement. Management believes that this reserve is sufficient; however, there can be no assurance that the Company will be successful
in negotiating a setilement with the U.S. Atiomey or that the amounts to be paid in connection with any such settlement will not exceed $5.0
million. Failure to negotiate a settlement of this matter could result in the commencement of civil and/or criminal actions against the
Company, either of which could have a material adverse effect on its business, results of operations and financial condition.

The EPA notified the Company in 1999 that liquid waste received by its Re-Claim Louisiana facility and stored off-site contained
hazardous constituents and, therefore, the waste could not be processed by the facility. The Company believed that the waste could be
bandled as nonhazardous waste. A reserve was established for costs incurred in the event that this wasie had to be delivered to a third
party for processing and disposal. As of December 31, 2001, approximately $0.9 million of this reserve remained accrued to process and
dispose of the remaining waste. As previously reported, the Re-Claim Louisiana facility ceased on-going operations in early 2001,

Prior to its acquisition by the Company in January 1999, Romic Environmenta! Technologies Corporation had entered into an
administrative consent order with the EPA relating to the cleanup of soil and groundwater contamination at its facility in East Palc Alto,
California. A remedial investigation of the facility has been completed by Romic and forwarded to the EPA. The EPA has authorized
Romic to conduct a pilot study utilizing in-situ enhanced bio-remediation to determine whether that method will be an effective corrective
measure. This stedy began during the first quarter of 2001 and will continue for approximately one year, at which time, if successful, the
EPA may approve this method for final site remediation. Prior to its acquisition by the Company, Romic had also been notified by the
EPA and the California Department of Toxic Substances Conirol that it was a potentially responsible party under applicable environmental
legislation with respect to the Bay Area Drum Superfund Site in San Francisco, California, the Lorentz Barrel and Drum Superfund Site in
San Jose, California and Casmalia Resources Hazardous Waste Management Facility located near Santa Barbara, California, each of
which was a drum reconditioning or disposal site previously used by Romic. With respect to each of these drum reconditioning or
disposal sites, Romic and a number of other potentially responsible parties have entered into administrative consent orders and/or
agreements allocating each party’s respective share of the cost of remediating the sites. Romic’s share under these consent orders and/or
agreements is as follows: Bay Area -- 6.872%; Lorentz -- 5.62% and Casmalia Rescurces -- 0.29%. Based upon the information available,
the Company has continued to maintain a reserve to cover Romic’s estimated costs to remediate the East Palo Alto facility and the three
drum reconditioning or disposal sites. As of December 31, 2001, the balance of this reserve was $3.4 million, of which $0.5 million is
expected to be paid in 2002. Management believes that this reserve is sufficient to satisfy Romic’s ebligations under the consent orders and

agreements; however, due to the complex, ongoing and evolving process of investigating and remediating these sites, Romic’s actual costs may
exceed the amount reserved.

In December 1999, the Company was notified by the EPA that D&H Holding Co., Inc., a company that was acquired in the fourth
quarter of 1998, is a potentially responsible party under the Comprehensive Environmental Response, Compensation and Liability Act
with respect to the Lenz Gil Services Superfund Site in DuPage County, Illincis. During the first quarter of 2001, the Company and a
number of other potentially responsible parties entered intc a consent decree allocating each party’s respective share of the cost of
remediating this site. Based upon the information available, the Company has continued to maintain a reserve to cover its share of the
estimated costs to remediate the Lenz Oil Services site. As of December 31, 2001, the balance of this reserve was $145,000. The

Company has made demand upon the former stockholders of D&H Holding for indemnification against any costs that it may incur in
connection with the remediation of this site.

The Company’s non-saleable beverage operations, which operate under the Parailel Products name, are subject to regulation by
the U. S. Bureau of Alcohol, Tebacco and Firearms (“ATF”). In addition to regulating the production, distribution and sale of alccho! and
alcohol containing products, the ATF is also responsible for coilecting the federal excise taxes (“FET”) that must be paid on distilled
spirits, wine and beer. If alcoholic beverages on which the FET have been pazid are returned to bond at the Company’s Parallel Products’
premises for destruction, the party who has paid the FET on the destroyed product is entitled to a refund. When customers retumn distilled
spirits, wine or beer from commerce to one of the Company’s facilities for destruction, it generally files a claim with the ATF on behalf of
that customer for refund of the FET paid on that product. The ATF periodically inspects the Parallel Products facilities both to insure
compliance with its regulations and to substantiate claims for FET refunds. During 2000, the ATF conducted inspections at the
Company’s Louisville, Kentucky and Rancho Cucamonga, California facilities. At the conclusion of these inspections, the ATF
preliminarily notified the Company that it intended to deny certain refund claims, some of which had already been paid by the ATF to its
customers, due to what the ATF alleges was inadequate, incomplete or unsubstantiated supporting documentation. In addition, the ATF
proposed a civil penalty of $30,000 based on the alleged defects in its documentation. During the third quarter of 2001, the ATF notified
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the Company that, in order to recoup refund claims previously paid to its customers, the ATF was assessing taxes of $1.175 million against
the facilities. During the fourth quarter of 2001, the Company offered to pay $450,000 to the ATF to resolve all of the ATF’s claims
against the facilities and delivered a check for such amount to the ATF. Based upon discussions with the ATF, the Company believes that
the offer will be accepted by the ATF. The proposed assessment by the ATF does not address approximately $525,000 of refund claims
that were submitted on behalf of the Company’s customers that either have already been denied or are likely to be denied as a result of the
alleged defects in the documentation. The Company is currently engaging in discussions with the affected customers concerning the
refund claims in question. Settlements have been reached with certain customers and the Company believes that satisfactory settlements
can be reached with all of the other affected customers. After giving effect to the proposed settlement with the ATF and on-going
discussions with the Company’s customers, management reassessed the reserve that was established in December 2000 and as of
December 31, 2001, the total reserve remaining was $0.3 million. Management believes that this reserve is sufficient.

Litigation

During the third quarter of 1999, six purported securities class action lawsuits were filed against the Company and certain of its
officers and directors in the United States District Court for the Southern District of Texas, Houston Division. These lawsuits have been
consolidated into a single action styled In re: U S Liquids Securities Litigation, Case No. H-99-2785, and the plaintiffs have filed a |
consolidated complaint alleging violations of Sections 11, 12(a)(2) and 15 of the Securities Act of 1933 (“Securities Act”) on behalf of
purchasers of the Company’s common stock in its March 1999 public offering and violations of Sections 10{b) and 20(a) of the Securities
Exchange Act of 1934 (“Exchange Act”) and Rule 10b-5 promulgated thereunder on behalf of purchasers of the Company’s common
stock during the period beginning on May 12, 1998 and ending on August 25, 1999. The plaintiffs generally allege that the defendants
made false and misleading statements and failed to disclose allegedly material information regarding the operations of the Company’s
Detroit facility and the Company’s financial condition in the prospectus relating to the March 1999 stock offering and in certain other
public filings and announcements made by the Company. The remedies sought by the plaintiffs include designation of the action as a
class action, unspecified damages, attorneys’ and experts’ fees and costs, rescission to the extent any members of the class still hold
common stock, and such other relief as the court deems proper. During 2000, the Company filed a motion to dismiss the plaintiffs’
consolidated complaint. In January 2001, the court entered an Order of Partial Dismissal which dismissed the claims zsserted by the
plaintiffs under Sections 10(b) and 20(a) and Rule 10b-5 of the Exchange Act, but granted the plaintiffs leave to file an amended
complaint. The deadline for filing an amended complaint has passed and the plaintiffs have advised the court that, while preserving ali of
their rights regarding the claims under Sections 10(b) and 20(a) of the Exchange Act, they will proceed on the current complaint as |
affected by the Order of Partial Dismissal. Accordingly, the lawsuit is proceeding only with respect to the claims asserted under Sections |
11, 12(a)(2) and 15 of the Securities Act. The lawsuit is currently set for trial on November 25, 2002.

In addition, one stockholder of the Company has filed a lawsuit against certain of the officers and directors of the Company in |
connection with the operation of the Company’s Detroit facility and the securities class action described above. Benn Carmicia v. U S
Liquids Inc., et al., was filed in the United States District Court for the Southern District of Texas, Houston Division, on September 15,
1999 and was subsequently consolidated with the claims asserted in the securities class action described above. The plaintiff purports to
allege derivative claims on behalf of the Company against the officers and directors for alleged breaches of fiduciary duty resulting from
their oversight of the Company’s affairs. The lawsuit names the Company as a nominal defendant and seeks compensatory and punitive
damages on behalf of the Company, interest, equitable and/or injunctive relief, costs and such other relief as the court deems proper. The
Company believes that the stockholder derivative action was not properly brought and has filed 2 motion to dismiss this action in order to
allow the Board of Directors to consider whether such litigation is in the best interest of the Company and its stockholders. As of the date

of this report, no ruling has been made by the court on the Company’s motion to dismiss. This lawsuit is currently set for trial in February
2003.

On April 21, 1998, the Company acquired substantially all of the assets of Parallel Products, a California limited partnership
(“Parallel”). In addition to the consideration paid at closing, the Company agreed that, if the earnings before interest, taxes, depreciation
and amortization (“EBITDA”) of the businesses acquired from Parallel exceeded a specified amount in any four consecutive quarters
during the three year period after the closing of the acquisition, the Company would pay to Parallel an additional $2.1 million in cash and
an additional $2.1 million in common stock. During the third quarter of 2000, Parallel filed suit against the Company alleging that the
acquired businesses achieved the specified EBITDA amount for the four quarters ended December 31, 1999 and for the four quarters
ended March 31, 2000. Parallel is seeking a declaratory judgment that the EBITDA amount specified in the acquisition agreement has
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} been achieved and that it is entitled to receive the contingent cash and stock payments described above. Parallel also alleges that it is

| entitled to recover compensatory damages of $4.2 million, punitive damages, interest, attorneys’ fees and costs, and such other relief as the

| court deems proper. The Company denies that it has any liability tc Parallel and has filed a counterclaim against Parailel alleging that
Parallel breached certain of the representations and warranties made to the Company in the acquisition agreement. This lawsuit is still in
the discovery stage and no trial date has been set.

In January 2002, the Company settled the claims asserted by Downstream Environmental, L.L.C. and Don Noyes against the
Company and its subsidiary, U S Liquids of Texas, Inc. The settlement did not have a material impact on the Company’s results of
operations or financial condition or on the operations of its American Wastewater facility.

In Aprii 1998, the Company acquired substantially all of the assets of Betts Pump Service, Inc. in return for cash and shares of
Company common stock. As part of the transaction, Betts Pump agreed that it would not sell one-half of the shares ¢f Company common
stock it received in the transaction for at least one year after the closing of the transaction, and a restrictive legend to that effect was placed
on the stock certificate representing these shares. On January 31, 2001, Keith Betts, Betts Pump and Betts Environmental, Inc. filed suit in
the District Court of Kaufman County, Texas against their former stockbroker and the Company alleging that their siockbroker and the
Company prevented the plaintiffs from selling the restricted shares of Corpany common stock. The plaintiffs have also alleged, among
§ other things, that the Company made false and misieading statements and failed to disclose allegedly material information regarding the
B Company in connection with the acquisition. The plaintiffs are seeking unspecified compensatory damages, treble damages under the
Texas Deceptive Trade Practices - Consumer Protection Act, punitive damages, interest, attorneys’ fees and costs. The Company denies
that it has any liability to the plaintiffs. This action has been delayed as the result of a related arbitration proceeding between the plaintiffs
and their former stockbroker, which was completed in March 2002.

From September 4, 1998, through September 3, 2000, Reliance Insurance Company or one of its affiliated companies (“Reliance™)
provided casualty insurance coverage for the Company and its subsidiaries. In addition, Reliance provided similar coverage, for pre-
acquisition periods, for several companies that the Company acquired between 1997 and 2000. During the Reliance coverage pericds, various
incidents occurred that resuited in claims being made against the Company for which insurance coverage was to be provided by Reliance. In
some cases, the claim resulted in a lawsuit being filed against the Company. Reliance had been adjusting and/or defending these claims;
however, in Cctober 2001, Reliance was declared insolvent by the Insurance Comunissioner of the State of Pennsylvania and placed inte
liquidation. As a result, insurance coverage may not be available for any claims or lawsuits that were not reselved prior tc Reliance being
placed into liquidation. To the extent that insurance coverage is not available to cover settlement of a claim asserted against the Company

| or 2 judgment entered against the Company, the settlement or judgment would have to be paid by the Company. Many states have
established insurance guarantee funds to pay claims insured by insolvent insurance companies; however, the amount available from such
funds for a single claim is generally limited to the lesser of the amount of the insured’s coverage and a dollar amount specified by statute.
During the fourth quarter of 2001, the Company established a $3.5 million reserve to cover the Company’s estimated costs to satisfy its
obligations with respect to all such claims that were not resolved prior tc Reliance being placed into liguidation, net of the amounts
expected to be received by the Company from state insurance guarantee funds. Management believes that this reserve is sufficient to
satisfy the Company’s obligations with respect to all such remaining claims for which insurance coverage was to be provided by Reliance;
however, there can be no assurance that the Company’s actual costs will not exceed the amount reserved.

The Company’s business is subject to numerous federal, state and local laws, regulations and policies that govern environmental
protection, zoning and other matters. During the ordinary course of business, the Company has become involved in a variety of legal and
administrative proceedings relating to land use and environmental laws and regulations, including actions or proceedings brought by
governmental agencies, adjacent landowners, or citizens’ groups. In the majority of the situations where proceedings are commenced by
govermmental agencies, the matters involved relate to alleged technical violations of licenses or permits pursuant to which the Company
operates or is seeking to operate or laws or regulations tc which its operations are subject or are the result of different interpretations of
applicable requirements. From time to time, the Company pays fines or penalties in governmental proceedings relating to its operations.
The Company believes that these matters will not have a material adverse effect on its business, results of operations or financial
condition. However, the outcome of any particular proceeding cannot be predicted with certainty, and the possibility remains that
technological, regulatory or enforcement developments, results of environmental studies, or other factors could materially alter this
expectation at any time.
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It is not possible at this time to predict the impact the above lawsuits, proceedings, investigations and inquiries may have on the
Company, nor is it possible to predict whether any other suits or claims may arise out of these matters in the future. However, it is
reasonably possible that the outcome of any present or future litigation, proceedings, investigations or inquiries may have a material
adverse impact on the Company’s consolidated financial position or results of operations in one or more future periods. The Company
intends to defend itself vigorously in all of the above matters.

The Company is involved in various other legal actions arising in the ordinary course of business. Management does not believe
that the outcome of such legal actions will have a material adverse effect on the Company’s consolidated financia! position or results of
operations.

19. SEGMENT INFORMATION:

The Company’s subsidiaries are organized into three divisions — the Commercial Wastewater Division, the Industrial Wastewater
Division and the Oilfield Waste Division. The Commercial Wastewater Division collects, processes and disposes of nonhazardous liquid
waste and recovers saleable by-products from certain waste stteams. The Industrial Wastewater Division collects, processes and disposes
of hazardous and nonhazardous waste and recovers saleable by-products from certain waste streams. The Ciifield Waste Division
processes and disposes of waste generated in oil and gas exploration and production.

The accounting policies of the segments are the same as those described in Note 2, “Summary Of Significant Accounting
Policies.” For purposes of this presentation, general corporate expenses have been allocated between operating segments on a pro rata
basis based on revenues.
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The following is a summary of key business segment information:

1999 2000 2001
Revenues- (In thousands)
Oilfield Waste, ...t § 18,542 $ 21,721 $ 27,089
Commercial WasteWater . _.._............oomcrecoorons 152,340 169,030 138,802
Industrial Wastewater ... 60,901 57,108 64,421
TOMAL ..o $231,783 $ 247,859 $ 230,312
Income (loss) from operations-
Oilfield Waste ... $ 9,298 $ 9,081 $ 13,367
Commercial WasteWater ...............co..coooveerreeereererereesreesreene (1,814) (36,651) (7,603)
Industrial WasteWater . _.._........coccoooooresreirsononns 551 11,562 6,151
XY OO $ 8,035 $ (16,048) $ 11915
Identifiable assets-
Oilfield WASIE. ..o ee e esressseeeseees § 36,163 $ 36,948 $ 36,999
Commercial Wastewater .. ._.........cco.cooveerrerecereerssns 212,158 187,759 170,336
Industrial WasteWater _.........o.ccocoioeeresereeseeeeeeeeseeesess 110,769 115,505 113,023
COIPOTALE . ... st sbs st senas 10,053 11,965 518
TOBL ...t ee s rer e e enr e $ 369,083 $ 352,177 $ 320,876
Depreciation and amortization expense-
Oilfield WaSte, ...............coocooooiiiiereerecoeecreeereeereeeseeiseseesnns $ 2,689 § 2335 $ 2,558
Commercial WasteWater ... _........co..coooovervevevcrererseiesisns 9,421 11,558 9,370
Industrial WasteWater .. ..o 3,940 4,544 4,742
COIPOTALE ...t rns et 545 797 843
TOAL .ot $§ 16,595 § 19,234 $§ 17,513
Capital expenditures-
Oilfield WaSte. ..............cooeeoviveeieeeeeees e $ 305 $ 2,109 § 2167
Commercial WasteWater ... ........c.ccccovveoveeereereeeoniseinrosssns 12,802 11,866 5,107
Industrial WasteWater .................ocoooeiveereeeeeeeeererereeresneessones 2,523 3,921 1,493
COTPOTBLE ... ese et sess e eses e e s eenaeeneens 1,593 1,256 1,743
TORI .ot se st $ 17,223 $ 19,192 $ 10,510
Interest (income) expense, net-
Oilfield WaSte_,...............coooroiieeeieeeereeesreeereesene v $ 8 $ 5 $ 2
Commercial WasteWater ...............cooooovvvvreeeeeeererrecereeeenn. 35 8 (15)
Industrial WasteWater .............cc..ccoocooimmeeoreesereeesecerieseenn. 129 140 126
COTPOTAIE ...t nnes 5,631 10,561 9,327
TOMBL .ot e $ 6,803 3 10,698 $ 9,440
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20. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED):

Quarterly financial information for the years ended December 31, 2000 and 2001, are summarized as follows (in thousands,
except per share data):

Year Ended December 31, 2000

First Second Third Fourth
Quarter Quarter Quarter Quarter
REVEIUES ...........ooovveioenreereeeeeeseeee e eeeeeesree s esesenneees $ 58,178 $ 64,473 $ 63,022 § 62,186
Operating inCOME (L0SS) ..............oooeuiveeeeeerrecroreerees e $ 2,643 $ 4,379 $ 4,124 $(27,194)
Net inCOmE (10SS) ..............ccoooorvvvveereeeseeeseoreeeseneesssesssesseeessssenene $ 105 $ 904 $ 789 $(27,175)
Earmings (loss) per share:
BASIC .ottt ettt $ 0.01 $ 0.06 $ 005 $ (1.72)
DINEA .. ... sss e $ 001 $ 0.06 $ 005 $ (172
Year Ended December 31, 2001
First Second Third Fourth
Quarter Quarter Quarter Quarter
REVEMUES |_............oooioooeeeeee s sesesesesssee s eraeons $ 58,050 $ 62,058 $ 58,438 $ 51,766
Operating income (10SS) .._.............oocooooiimoeeeeeereeeeecee e, § 3,525 $12,264 $ 8,404 - $(12,278)
Netincome (I0SS) .................ccooovourreerirreseeeeeeesseeseesesesenseeesesss e $ 428 $ 5,033 $ 3,439 $ (5,514)
Earnings (loss) per share:
BASIC.........oooooooieeeee vt eeeer s eeeeens e es e eseee s $ 003 $ 032 $ 021 $ (034)
DIIEA . ......oooieee e eese e eeee s e esrseee s nreenees $ 0.03 $ 030 $ 020 $ (039)

The sum of the individual quarterly earnings per share amounts may not agree with year-to-date earnings per share as each
period’s computation is based on the weighted average number of shares outstanding during the period.

21. SUBSEQUENT EVENT:

Subsequent to December 31, 2001 and prior to the issuance of these financial statements, the Company refinanced its revolving
credit facility into a long-term obligation. During the first quarter of 2002, the terms of the revolving credit facility were amended to,
among other things, extend the maturity date to June 15, 2002, reduce the amount of the credit facility from $111.25 million to $99.7
million, increase interest rates payable under the credit facility, waive the Company’s non-compliance with certain covenants for all
periods ended on or prior to December 31, 2001 and modify the terms of certain of its financial covenants. In addition, on March 28,
2002, the terms of the credit facility were amended to, among other things, extend the maturity date to April 15, 2003 and increase the
interest rates payable under the credit facility. In connection with the March 28, 2002 amendment, the Company has agreed that the
amount of the credit facility will be permanently reduced by $250,000 on each of June 30, 2002 and September 30, 2002 and will be
further reduced by $4.6 million on December 31, 2002 and $2.1 million on March 31, 2003. Furthermore, the amount of the credit facility
will be permanently reduced by an amount equal to one hundred percent of the net cash proceeds received from any sale of assets not in
the ordinary course of business, any issuance of equity (other than equity issued under the employee stock purchase plan) or the issuance
of certain debt. The terms of the credit facility significantly limit the Company’s ability to enter into new leases or new debts outside the
facility. The capital expenditures budgeted for 2002 are less than the capital expenditures permitted by the credit facility.

As a result of the March 28, 2002 extension of the maturity date of the credit facility to April 15, 2003, the outstanding balance

under the credit facility has been classified as long-term at December 31, 2001. Prior to the maturity of the credit facility, the Company |

must either extend the term of the credit facility or obtain an alternative source of financing.
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